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ABSTRACT 

This  packet  contains  a  textbook,  an  instructor's 
guide,  and  a  student  workbook  for  a  course  on  conducting  financial 
investigations  to  detect  and  solve  crimes.  The  topics  covered  in  the 
11  chapters  of  the  textbook  and  the  ancillaries  are  the  following: 
(1)  why  financial  investigation?;    (2)   laws  related  to  financial 
crimes;    (3)   evidence;    (4)   sources  of  information;    (5)  financial 
institutions  as  sources  of  information;    (6)   tracing  the  movement  of 
money  through  a  business;   (7)   tracing  funds  using  the  direct  method 
of  proof;    (8)   tracing  funds  using  indirect  methods  of  proof;  (9) 
planning,   conducting,  and  recording  an  interview;    (10)  investigative 
techniques;  and  (11)  money  laundering  and  forfeitures.  The  text  also 
contains  responses  to  end-of-chapter  questions,  a  glossary,  and  two 
appendixes  listing  selected  sources  of  information  and  American 
Bankers  Association  numbers  of  cities  and  states  and  Federal  Reserve 
districts.  The  instructor's  guide  provides  materials  for  each 
chapter,  including  preparation  requirements,  instructor  notes  and 
presentation  outline,  and  an  appendix  containing  exercise  feedback 
sheets,  case  studies,  role-play  scenarios,  chapter  transparencies, 
and  supplemental  chapter  information.  The  guide  also  includes  a  bank 
of  tests  and  quizzes.  The  student  workbook  contains  supporting  and 
supplemental  materials  to  the  textbook  content  including: 
introductions  to  each  of  the  chapters,  individual  and  group  skill 
exercises,  information  sheets,  case  studies,  and  worksheets.  (KC) 
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arly  criminologists  categorized  criminal  activ- 
ity into  two  large  groupings:  crimes  against 
people  and  crimes  against  property.  Since  the 
victims  of  crimes  were  either  people  (murder,  robbery)  or  property 
(burglar)',  arson)  it  was  natural  to  list  criminal  activity  by  victim. 
But  today,  criminal  activities  have  evolved  beyond  merely 
"against  people"  and  "against  property."  Criminal  activity  can 
now  be  classified  by  motivation  factors:  passion  or  greed.  This 
textbook  deals  with  crimes  related  to  the  latter,  crimes  motivated 
l)y  money. 

With  this  new  view  of  crime  comes  the  need  for  a  new 
approach  to  dealing  with  criminal  activity —  the  financial  inves- 
tigative approach.  Gone  are  the  days  wheii  the  headlines  read 
"James  Gang  Robs  Bank."  Today  we  are  more  likely  to  see  a 
headline  that  reads  "International  Bank  Implicated  In  Money 
Laundering  Scheme."  A  special  type  of  investigator  is  needed  to 
deal  with  these  crimes.  This  investigator  must  be  able  to  use  the 
investigative  techniques  of  the  past  in  combination  with  a  new  .set 
of  techniques.  These  new  techniques  focus  on  financial  dealings. 
Throughout  this  textbook,  you  will  learn  about  the  techniques 
used  by  the  financial  iiivt^stigator.  But  first,  you  will  be  provided 
with  an  introduction  to  the  financial  investigative  approach.  This 
chapter  begins  with  a  review  of  some  of  the  moiv  sensational 
headlines  of  the  time.  It  will  become  clear  that  a  new  approach  to 
criminal  investigation  is  needed.  You  will  then  be  pn)vided  with  a 
general  overview  of  the  financial  investigative  approach  and  we 
will  look  into  the  types  of  crime  where  the  approach  is  applicable. 
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The  knowledges  and  skills  required  of  a  financial  in\  estigator  will 
he  identified  and  then  the  chapter  concludes  with  a  look  at 
Federal  government  agencies  that  employ  financial  i?n  estigators. 
After  studying  Chapter  1.  you  should  he  ahle  to: 

•  State  why  there  is  a  need  for  a  new  iinestigative  approach. 

•  Provide  a  general  overview  of  the  financial  investigative 
process. 

•  Identify  the  skills  required  of  a  financial  investigator. 

Todav,  the  ove-whelniing  majority  of  crimes  committed  in 
America  are  motivated  hy  money.  Criminal  activity  is  directed 
toward  making  money  in  a  way  fashioned  not  to  get  caught. 
Although  this  is  not  a  revolutionary  concept  to  the  expevien(>ed 
law  enforcement  officer,  the  importance  of  this  fact  is  commonly 
disregarded.  In  today's  law  enforcement,  a  new  investigative 
approach  is  emphasized  along  with  a  new  type  of  investigator. 
This  approach  and  this  tyj)e  of  investigator  are  the  focus  of  this 
chapter  and  this  text. 


A  New  Investigative  Approach 

It  seems  that  we  cannot  pick  up  a  newspaper,  listen  to  a  radio,  or 
watch  television  without  learning  ahout  some  crime  that  has  heen 
alleged  or  committed.  Crime  is  page-one  news.  It  seems  to  he 
eveiTwhere.  Lets  recall  some  of  the  major  headlines  and  sensa- 
tional stories  that  ai)peared  in  the  news  in  the  late  I98()s  and 
early  190()s.  For  example: 

•  Ten-term  Congressman  Mario  Biaggi  was  sentenced  to 
eight  years  in  prison  and  fined  S242.()()()  for  15  felony  convictions 
ranging  from  racketeering  to  ohstruction  of  justice  and  hrihery. 
Biaggi  was  involved  in  the  Wedtech  scandal.  Wedtech  paid  niil- 
lio?is  of  dollars  in  hrihes  to  puhlic  officials  to  ohtain  no-hid  fed- 
eral contracts. 

•  Hotel  (]n(>eii  Leona  Hclmslcy  was  convicted  of  lax  evasion 
and  sentenced  to  four  years  in  prison.  It  seems  she  and  her  hus- 
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band  avoided  paying  more  than  Si. 7  million  in  federal  and  state 
taxes  from  1983  through  1983. 

•  Ivan  Boesky  was  sentenced  to  three  years  in  prison  and 
paid  SlOO  million  in  fines  for  insider  trading. 

•  Michael  Milken,  king  of  the  junk  bond,  was  indicted  on  98 
counts  involving  racketeering,  insider  trading,  and  assorted  secu- 
rities fraud.  He  pleaded  guilty  to  six  counts  and  the  government 
dropped  all  other  charges.  Milken  was  sentenced  to  10  years  in 
prison  and  agreed  to  pay  S600  million  in  penalties. 

•  Operation  111  Wind,  an  investigation  into  Pentagon  procure- 
ment fraud,  impacted  individuals  as  well  as  coqwrations.  Among 
the  casualties  of  the  probe  were  Unisys  Corporation  and  Melvyn 
Paisley.  Unisys  agreed  to  pay  S190  million  in  fines  for  having 
bribed  its  way  to  hundreds  of  millions  of  dollars  worth  of  defense 
contracts.  Paisley,  a  former  assistant  secretary  of  the  Navy,  admit- 
ted he  sold  his  influence  for  bribes  and  leaked  secret  government 
information  to  defense  firms  bidding  on  weapons  contracts. 

•  The  savings  and  loan  scandal  rocked  America.  The  col- 
lapse of  the  Lincoln  Savings  and  Loan  Association  alone  will  cost 
the  American  taxpayei's  S2.6  billion. 

The  list  could  go  on  and  on!  And  what  do  all  of  the  crimes 
described  above  have  in  common?  Money!  It  seems  like  most  of 
today's  criminal  activity  either  involves  money  or  money  is  its 
main  motivator.  And  many  of  the  crimes  (le|)icte(l  by  today's 
headlines  are  crimes  that  cannot  be  solved  solely  by  the  use  of 
traditional  investigative  techni(]ues. 

In  the  past,  police  relied  on  investigative  tools  such  as  crime 
scene  analysis,  physical  evidence.  fingcrj)rint  identification,  eye 
witness  accounts,  inibrmants.  and  conft'ssions  of  the  oifender  to 
suppiv  th  "  understandable  proof  of  the  crime.  These  general 
investigative  tcchiii({iies  work  best  in  situations  wli(>re  a  crim<' 
has  been  connnitted  and  then  law  enforcement  tries  to  find  the 
criminal.  llow(>ver.  will  these  tools  work  when  the  criminal  is 
known  and  aulhorities  begin  an  investigation  to  prove  the  crime? 
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For  example: 

•  Organized  cri:iK'  legends  like  Al  Capone,  Lucky  Luciano, 
John  Cotti,  and  Frank  Balestrieri  operated  for  years  with  relative 
impunity.  How  does  law  enforcement  prove  criminal  activity  when 
infomiants  are  killed,  eye  witnesses  threatened,  and  confessions 
are  nonexistent? 

•  Monev  launderers.  tax  evaders,  and  crot)ked  politicians  are 
for  the  most  part  respected  pillars  of  society.  How  does  law  enforce- 
ment investigate  the  criminal  activities  of  people  like  fonner  Vice- 
President  Spiro  Agnew  and  rock  and  roll  legetid  Chuck  Bern  ? 
These  are  people  whose  power  rivals  that  of  law  enforcement  itself. 

To  atiswer  these  questions,  it  is  necessar\  to  go  beyond  the 
mere  inclusion  of  a  few  new  tools  in  law  enforcements  investiga- 
tive arsenal.  A  brand  new  approach  is  called  for  in  light  of  the 
evolution  of  crime  in  America —  a  financial  invesligatire 
approach.  The  growth  of  money-motivated  crimes  mandates  the 
need  for  financial  investigations.  The  future  success  of  law- 
enforcement  is  contingent  upon  its  ability  to  conduct  financial 
investigations  in  conjunction  with  general  criminal  investigations. 

Whafs  invoive^^^       Financial  Investigative  Approach? 

The  major  goal  of  a  financial  investigator  is  to  identify  and  docu- 
ment specific  events  involving  tlie  movement  of  money  during  the 
course  of  a  crime.  Suppose  an  accountant  is  suspected  of  embez- 
zling money  from  her  employer.  A  financial  investigator  would 
determine  what  accounts  she  is  taking  the  money  from,  when  she 
took  it.  and  where  she  is  putting  it.  If  the  investigator  is  able  to 
identifv  tliese  events  and  link  them  together,  he  or  she  will  have 
the  basis  of  proof  indicating  the  conunission  of  a  crime.  11  the 
events  cuimot  be  identified  and  linked  together,  the  iiuestigation 
may  support  tlie  determination  to  discontinue  furtiier  in(]uii-y  into 
the  matter. 

Financial  investigations  h)  their  very  nature  are  record  inten- 
sive: specinealiy.  records  pointing  lo  the  movement  of  money. 
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Infamous  mobster  Al  Capone 
wasn't  easy  to  catch.  But  when 
IKS  Special  Agents,  wiio  are 
trained  accountants,  stepped  in 
and  charged  him  witii  tax  c\  a- 
sion,  this  crime  czar's  career 
came  to  an  end.  Fr(K)f  that  some- 
times only  the  accountant  can 
apprehend  the  criminal. 


Bank  account  information  (checking  and  savings  account 
records),  motor  vehicle  registrations  (title,  place  of  purchase,  and 
lien-holder  records),  and  real  estate  files  (records  showing  mort- 
gages and  deeds  records)  are  documents  or  records  commonly 
found  in  this  type  of  investigation.  However,  records  such  as  com- 
puter disks,  utility  bills,  divorce  decrees,  and  credit  card  carbons 
can  play  important  roles  in  financial  investigatiojis.  Any  record 
that  pertains  to  or  shows  the  paper  trail  of  events  is  important  to  a 
financial  investigation. 


Crimes  with  a  Financial  Aspect 

Now  that  you  have  a  general  understanding  of  what's  involved  in 
the  financial  investigative  approach,  lets  identify  some  criminal 
activities  where  the  application  of  the  approach  would  l)e  appro- 
priate. The  list  Ix^low  identilies  and  describes  some  crimes  that 
arc  financial  in  nature. 

•  fraud*  Fraud  is  a  generic  term  embracing  all  the  ways  one 
person  can  falsely  represent  a  fact  to  another  in  order  to  induce 
that  person  to  surrender  something  of  value.  Former  television 
evangelist  and  PPL  leader.  Jim  Bakker,  was  convicted  of  defraud- 
ing followers  by  offering  Si, 000  "partnerships"  that  promised  a 
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lifetime  of  lodging  rights  at  his  glitzy  Heritage  USA  theme  park  in 
Fort  Mill.  South  Carolina.  Between  1984  and  1987.  153.000  part- 
nerships were  sold  but  only  258  rooms  were  available.  Its  obvi- 
ous that  there  were  not  enough  rooms  for  the  number  of  partners 
that  signed  up.  In  fact,  a  resenations  supervisor  testified  that  in 
anv  month  during  Bakkers  last  year  at  the  FFL.  as  many  as  ."^.700 
lifetime  partners  were  denied  aecommodations  at  the  theme  park. 

•  Tax  evasion.  Tax  evasion  oc-eurs  when  a  person  eoniniits 
fraud  in  filing  or  paying  taxes.  Baseball  legend  Pete  Rose  was 
convicted  of  tax  evasion.  He  failed  to  report  .S354.968  worth  of 
income  between  1984  and  1987. 

•  Bribery.  Briben-  occur-  when  money,  goods,  sen  ices,  infor- 
mation, or  anything  else  of  value  is  offered  with  the  intent  to 
influence  the  actions,  opinions,  or  decisions  of  the  taker,  '^ou  can 
be  charged  with  bribeiy  whether  you  offer  the  bribe  or  accept  it. 
Jinunv  Hoffa  was  convicted  of  bribing  a  juror  who  sened  at  one  of 
his  trials. 

•  Embezzlement.  Kmbezzlement  occurs  when  a  person  who 
has  been  entrusted  with  money  or  property  appropriates  it  for  his 
or  her  own  use  and  benefit.  A  former  budget  analyst  with  the  L.S. 
Information  Agency  embezzled  .S16.234  from  the  agency  by  sub- 
mitting bogus  requests  for  cash  advances  which  were  supported 
l)\  fake  vendor  receipts  he  created  on  an  office  computer.  That 
budget  analvst  was  in  a  petition  where  he  would  be  trusted  with 
the  agencv's  monev.  Instead,  he  decided  to  take  some  of  the 
money  for  himself. 

•  Larceny.  Larc-env  occurs  when  one  person  wrongfully  takes 
another  personV  monev  or  property  with  the  intent  to  appropriate, 
convert,  oi  steal  it.  If  someone  steals  vourcarand  then  sells  it.  he 
or  >hc  has  conuuitted  larceny. 

•  Forgery.  Forgerv  occurs  when  a  jx'rson  passes  a  false  or 
worthless  instrument,  such  as  a  check  or  counterfeit  securitv.  v\itli 
the  intent  to  defraud  or  injure  the  recipient.  An  assistant  book- 
keei)er  with  Real  Kstate  Magazines.  Inc.  was  com  icted  of  stealing 

1.000  from  the  company  b\  cashing  checks  on  which  she 
forged  the  siunature. 
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•  Counterfeiting.  Counterfeiting  occurs  when  someone 
copies  or  imitates  an  item  without  having  been  authorized  to  do  so 
and  passes  the  copy  off  for  the  genuine  or  original  item.  We  often 
hear  of  counterfeit  mone>.  But  the  next  time  you  buy  an  item  of 
designer  ch)thing  or  pay  for  some  presi'ription  medication,  make 
sure  it's  the  real  thing! 

•  Blotkmail.  Blackmail  is  a  demand  for  money  or  other  con- 
siderations under  threat  to  do  bodily  harm,  to  injure  property,  to 
accuse  of  crime,  or  to  expose  disgraceful  defects.  Suppose  a 
politician  has  a  skeleton  in  his  closet  and  he'd  rather  keep  it 
there.  Someone  else  knows  the  politician's  secret  and  threatens  to 
tell  the  world  unless  she    .'eives  S25.()()().  That's  blackmail. 

•  Extortion.  Kxtortion  occurs  when  one  person  illegally 
obtains  property  from  another  by  actual  or  threatened  force,  fear, 
or  violence,  or  under  cover  of  official  right.  A  Washington.  DC  tax 
auditor  was  convicted  of  extortion  when  it  was  revealed  that  he 
threatened  to  assess  high  taxes  against  a  small  Ktliiopian-owned 
business  unless  the  ow  ner  gave  him  some  money. 

•  Ki(kba<k.  A  company  is  awarded  a  contrai't  to  build  a  dor- 
niitoiy  on  a  college  campus.  One  day  the  president  of  the  college 
rei'ei\es  a  .?."^.()()()  payment  f"n>m  (he  company.  The  president  calls 
the  coi!ipanv"s  vice-president  of  finance,  thanks  him  for  the  pay- 
ment, and  savs  he's  glad  the  two  parties  were  able  to  work  out  a 
deal —  the  contract  for  a  few  S.'^.OOO  payments.  This  is  an  exam- 
ple of  a  kickback  scheme.  A  kickback  occurs  when  the  person 
who  sells  an  item  pays  back  a  portion  of  the  purchase  price  to  the 
buyer  (or  a  public  official). 

•  Racketeering.  (Charges  of  racketeering  can  cover  a  wide 
range  of  things,  but  the  bottom  line  is  that  racketeering  is  running 
an  illegal  business  for  personal  profit. 

•  insider  trading.  Insider  trading  occurs  when  a  person  uses 
"inside"  or  advance  information  to  trade  in  shares  ol  publicly 
held  corporations. 

•  Money  laundering.  Money  laundering  is  the  investment  or 
transfer  of  monev  from  racketeering,  drug  transactions,  and  other 
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illegal  sources  into  legitimate  channels  so  that  its  original  source 
cannot  be  traced. 

The  crimes  listed  above  are  wiiat  we  normally  think  of  when 
we  hear  the  term  '"financial  crime."*  But  financial  evidence  is  also 
used  to  build  cases  against  persons  suspected  of  kidnapping, 
espionage,  murder,  and  arson,  to  name  a  few. 


Financial  Investigation  Skills 

As  you  see.  a  financial  investigator  can  be  invol\  ed  in  all  sorts  of 
criminal  investigations.  This  investigator  brings  a  unique  set  of 
skills  to  any  investigation.  The  successful  financial  investigator 
draws  on  different  aspects  from  many  professions  to  blend  infor- 
mation in  ways,  shapes,  and  forms  never  imagined  by  his  or  her 
predecessors.  Financial  investigators  need  to  be  part  cop.  [)art 
investigator,  part  accountant,  part  sociologist,  part  computer  oper- 
ator, and  part  attorney  in  order  to  combat  and  resolve  the  major 
crimes  of  today  and  detect  the  crimes  of  the  future.  The  ability  to 
understand  the  interdependence  between  financial  events  and 
{■riminal  activity  is  the  essence  of  a  successful  financial  investiga- 
tor. Accordingly,  a  financial  investigator  needs  to: 

•  Know  the  statute(s)  that  define  the  crii)U'(s)  under  investi- 
gation 

•  Understand  concepts  relating  to  the  collection  and  admissi- 
bility of  evidence 

•  Locate  and  interpret  records  that  contain  financial  informa- 
tion 

•  Trace  the  movement  of  money  tinough  a  financial  institu- 
tion 

•  L'se  accounting  and  auditing  techni(|ucs 

•  I  se  methods  of  proof  to  link  financial  events  together 

•  Conduct  financial  interviews,  record  their  findings,  and 
sunnnarize  them  in  report  form 


•  Use  investigative  tecliniques  such  as  surveillance  and 
undercover  operations 

Each  ol  the  items  listed  above  is  a  topic  in  this  textbook. 
W  hen  you  complete  this  text,  you  will  have  a  good  understanding 
of  what's  involved  in  conducting  a  financial  investigation,  and. 
perhaps  along  the  way.  you  will  pick  up  a  few  financial  investiga- 
tive skills. 


Today's  Financial  Investigators 

The  emergence  of  law  enforcement's  involvement  in  financial 
investigations  is  reflected  in  the  evolution  of  the  Internal  Revenue 
Service's  Criminal  Investigation  Division.  Created  in  1919  to 
investigate  fraud  and  dishonesty  among  IRS  employees,  this 
Division  has  grown  to  over  2.800  agents  and  is  the  acknowledged 
leader  in  the  fields  of  tax  fraud  and  money  laundering  investiga- 
tion. The  ai)ility  of  the  special  agents  to  trace  financial  transac- 
tions has  taken  them  a  long  way  from  tax  returns  and  into  the 
middle  of  every  major  financial  investigation  in  America —  the 
Savings  and  Loan  Scandal,  junk  bond  frauds,  the  Iran  Contra 
Affair,  spy  trials,  and  dmg  and  organized  crime  prosecutions. 

Many  other  federal  agencies  also  employ  financial  investiga- 
tors. These  agencies  expand  in  size,  function,  and  authority  as  laws 
are  developed  and  polii-ies  to  emphasize  (Miforirincnt  of  various 
crimes  arc  devised.  In  tiie  1930s,  emphasis  was  on  bootlegging  and 
the  emerging  Mafia.  In  the  1950s,  organized  crime's  involvement 
in  political  coiruption  was  the  issue.  The  1980s  targeted  the  "War 
on  Dnigs."  The  199()s  arc  faced  with  the  Savings  and  Loan  and 
Wall  Street  scandals.  For  this  reason,  the  size  and  employment 
needs  of  liie  agencies  fluctuate  to  respond  to  cuirent  issues.  The 
following  is  a  list  of  those  feileral  agencies  and  their  major  inves- 
tigative authority  which  most  commonly  employ  full-time  financial 
investigators  or  utilize  financial  techni(ji  's  in  its  investigations. 

•  U.S.  Customs  Strvict.  The  Customs  Service  has  come  to 
mean  many  things  to  many  people.  To  the  international  traveler, 
(lustoins  is  the  men  and  women  who  examine  personal  luggage 
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and  facilitate  the  entiT  of  passengers  upon  their  return  to  the 
United  States.  To  the  importer.  Customs  provides  advice,  and  pro- 
tectiofi  and  control  of  merchandise  shipped  into  the  countiy.  To 
the  smuggler.  Customs  is  the  f)lanes,  vehicles,  and  vessels  con- 
stantly monitoring  the  nation's  perimeters  to  thwart  attempts  at 
illicit  entries  of  merchandise,  including  narcotics  and  dangerous 
drugs.  Within  Customs,  there  is  an  increasing  emphasis  being 
placed  on  the  investigation  of  schemes  that  defraud  the  U.S. 
(Jovermnent  of  rightful  revenue —  the  illicit  transportation  of  cur- 
rency, and  export  violations  including  the  illegal  shipment  of 
arms  and  technologies. 

•  U.S.  Secret  Service.  Along  w  ith  their  protection  sen  ices.  the 
Secret  Service  enforces  the  law  against  counterfeiting  currency, 
coins,  or  securities  of  the  l  iiited  States.  The  agency  also  enforces 
the  laws  against  fraud  or  forgeiy  of  government  checks  or  bonds, 
and  other  securities  and  obligations  of  the  L  nited  Slates.  Other 
investigative  responsibilities  include  credit  and  (l(4)it  card  fraud, 
computer  fraud,  and  electn)nic  fund  transfer  fraud. 

•  U.S.  Marshal  Service.  The  l.S.  Marshal  Service  provides 
protection  to  the  Federal  courts,  judges,  jurors,  and  witnesses: 
apprehends  Federal  fugitives:  executes  court  orders;  manages  and 
sells  property  seized  from  criminals:  operates  the  \\  itncss 
Securitv  IVogram:  and  administers  the  National  Asset  Seizure  and 
Forfeiture  I'rogram.  l)(>[)uties  assigned  to  the  loifciture  program 
establish  computer-assisted  bookkeeping  procedures  and  iiuen- 
tory  control  systems  to  account  for  receipt,  storage,  and  disposi- 
tion of  seized  assets. 

•  Bureau  of  Alcohol,  Tobacco,  and  Firearms.  The  Bureau  of 
Mcoliol.  Tobacco,  and  Firearms  is  an  agency  within  the  Treasun 
Departmenl.  The  agency  is  made  up  of  two  sections:  Compliance 
Operations  and  Law  Fnforcement.  The  Law  Fnlorcement  Section 
in'.estigates  tax  evasion,  operations  carried  on  without  a  license  or 
permit,  and  the  illegal  use  of  firearms,  ammunition,  and  explosives. 

•  Office  of  the  Inspector  General.  OlCr  agents  imcstigate 
fraud,  waste,  and  govermnetit  abuses.  The  agency  serves  as  the 
in\estigati\e  watchdog  for  over  fifty  federal  agencies.  OIC  agents. 
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hy  their  veiT  nature,  are  fitiatictally-orientated.  Making  sure  tliat 
government  contracts,  procurements,  and  payments  are  complpted 
as  designed  requires  financial  analysis,  accounting  and  auditing 
techniques,  and  tlie  understanding  of  Imsiness  principles. 

•  Federal  Bureau  of  Investigation.  The  FBI  has  jurisdictioti 
ov  er  200  types  of"  cases  including  white-collar  crime,  orgatiized 
crime,  foreign  counter-intelligence,  political  corruption,  civil 
rights  violations,  tenorism.  Federal  drug  \  iolations,  kidnapping, 
hank  rol)l)ery.  and  interstate  criminal  activity. 

•  interna!  Revenue  Service.  The  IRS  is  responsible  for 
encouraging  and  achieving  the  highest  voluntaiA  compliance  with 
tax  laws  and  regulations,  in  addition  to  investigating  violations  of 
federal  tax  laws,  special  agents  with  the  Internal  Revenue 
Services  Criminal  Investigatioti  Division  investigate  money  laun- 
dering offenses  and  conduct  asset  forfeiture  investigations.  On 
mam  occasions,  special  agents  lend  their  expertise  to  multi- 
agency  investigations. 

•  Drug  Enforcement  Administration.  The  DKA  is  the  lead  law 
enforcement  agenc\  having  the  rf^sponsihility  of  combating  drug 
abuse.  The  agenc\  enforces  federal  drug  contidl  laws  and  conceii- 
tiateson  high-level  drug  dealers,  nationally  and  internationallv 

•  Postal  Inspection  Service.  The  I Hited  States  Postal  Service 
enforces  the  laws  and  regulations  governing  the  mail  system 
thtough  its  Inspection  Service.  The  Inspection  Seiv  ice  investi- 
gates all  alleged  violations  of  itidiv  iduals  suspected  of  mail  fraud 
and  mail  theft.  The  Inspection  Service  is  also  involved  in  investi- 
gations concerning  child  pornograpliv  and  the  illegal  transport  of 
controlled  substances  through  the  mail. 

•  Nonfederal  Agencies.  State  aiul  local  lav\  enforcement 
agencies  are  beginning  to  approach  criminal  investigations  from  a 
financial  perspective.  Designations  such  as  "W  liite  dollar  (aimcs 
S(|ua(l."  "Financial  (a-imes  I  tiit."  and  "(iredit  (lard  Fraud  Team" 
are  starting  to  join  the  traditional  detective's  classifications. 
Additionally,  on-the-job  training  of  local  and  slate  officers 
(including  attorneys,  investigators,  and  management  officials)  in 
financial  investigative  teclmi(|ues  is  already  taking  place. 
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Today,  gamhling  organizations,  drug  cartels,  and  "iiioni  and  pop 
grocery  stores'"  are  at  ease  with  the  personal  computer  and  its 
capabilities.  Corporate  fraud,  insider  trading  violations,  and  the 
savings  and  loan  scandals  have  been  completed  by  the  creation  of 
phonv  shell  companies,  ghost  employees,  and  non-existent  nomi- 
jiees.  Sophisticated  money  launderers,  large  scale  rol)ben'  rings, 
and  embezzlement  and  kickback  operations  maintain  elaborate 
accounting  records  that  often  are  the  envy  of  CPAs.  Big-time 
crime  operates  as  a  full-time  business.  To  resolve  todays  crimes 
and  prepare  for  the  challenges  of  tomorrow,  law  enforcement 
requires  an  understanding  of  financial  information.  Whether 
searching  for  leads  in  society's  back  alleys  or  board  room  suites, 
financial  information  is  going  to  be  discovered  during  the  course 
of  a  criminal  investigation.  Consequently,  law  enforcement  agen- 
cies are  seeking  officers  with  profic-iency  in  financial  analysis. 

A  major  challenge  for  financial  investigators  is  to  provide 
investigative  findings  which  present  evidence  of  complex  crimes 
in  simple  and  understandable  terms  which  are  comprehensible  by 
a  jun'.  Consider  the  world  of  international  high  finance  with  its 
shell  corporations,  universal  letters  of  credit,  offshore  banks, 
electronic  transfers  between  numbered  Swiss  bank  acc-ounts.  and 
interlocking  reciprocal  trade  arrangements.  To  a  juror,  this  is 
almost  unfathomable.  Its  up  to  the  prosecution  team,  of  which  an 
investigate^-  is  part,  to  dissect  these  complex  ideas  and  translate 
them  into  simple  thoughts  that  everyone  can  understand.  Its 
pretty  easy  to  understand  "he  was  caught  smuggling  a  suitc-ase 
full  of  S 100  bills  out  of  the  countrv." 

As  vou  continue  through  this  textbook,  bear  in  mind  that  as 
law  enforcement  improves  its  techniques  for  detecting,  combat- 
ing, and  resolving  criminal  activity,  criminals  will  become  more 
^(iphistii'ated  and  innovative  in  their  endeavors.  "Vou  can  be  sure 
that  law  enforcement  practitioners  will  never  work  themselves  out 
of  a  job. 
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CHAPTER 


Laws  Related  to  fjiiai^al  Crimes 


liapter  ]  provided  a  general  over\-ievv  of"  cer- 
tain crimes  that  are  normally  thought  of  as 
financial  in  nature.  In  this  chapter,  we  will 


identifS'  some  of  the  federal  statutes,  the  formal  written  laws,  that 
underlie  particular  financial  crimes.  Chapter  1  descrihed  embez- 
zlement as  the  unlawful  appropriation  of  money  or  property  by  a 
person  who  has  been  entrusted  with  those  items.  In  Chapter  2. 
you'll  see  that  there  are  several  statutes  related  to  embezzlement. 
As  an  investigator,  you  must  be  aware  of  what  statute  the  accused 
is  suspected  of  violating.  .Also,  the  commission  of  one  crime  could 
include  the  violation  of  several  different  statutes.  For  example,  if 
someone  is  suspected  of  embezzlement  from  a  bank,  that  person 
might  also  be  suspected  of  tax  evasion.  Both  of  these  violations 
are  subjects  of  federal  statutes. 

You  may  he  wondering  why  an  investigator  should  be  aware  of 
the  statutes  that  are  rel.-ated  to  a  suspected  criminal  activity.  After 
all,  lawyers  deal  with  things  like  statutes.  So  why  does  a  financial 
investigator  have  to  have  knowledge  of  this  area'/  Well,  it's 
because  statutes  contain  the  elements  of  a  crime —  those  parts  of 
the  crime  that  must  be  proven  in  order  to  gain  a  conviction.  Once 
an  inv  estigator  has  identified  the  elements  of  a  crime,  he  or  she 
can  focus  evidence  collection  efforts  on  gathering  relevant  infor- 
mation to  prove  that  the  accused  committed  the  crime  in  ques- 
tion. 

After  studying  Chapter  2.  you  should  be  able  to: 

•  Define  or  describe  selected  terms  related  to  the  field  of  law. 
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•  Identify  the  statiite(s)  related  to  a  i)articiilar  crime. 

•  List  the  elements  of  a  particular  crime. 

hi  Chapter  1.  we  stated  that  the  successful  ruiaucial  iiuesli- 
gator  draws  on  knowledge  from  several  fjrofessions.  Among  other 
tilings,  an  investigator  must  be  part  attorney.  This  chapter  focuses 
on  that  part  of  a  liiiancial  investigator. 


Terms  and  Concepts 

Before  we  hegin  a  discussion  of  specific-  laws  of  interest  to  a 
financial  investigator,  we  should  review  some  basic  concepts 
rehitcd  to  law.  First,  we  w  ill  answer  the  ciuestion  "W  bat  is  lawy 
Next,  different  categories  of  law  will  he  identified.  Finally,  some 
concepts  related  to  crime  will  be  discussed. 

What  is  Law? 

If  you  were  to  ask  10  pcoj)!*'  to  dcline  "law."  you  probably  would 
get  10  different  answers.  Someone  will  sec  "law"  as  the  i)olice 
officer  who  hands  out  speeding  tickets.  Another  person  will  see 
"law"  as  a  judge  sentencing  a  person  to  prison.  And  another  will 
see  "law"  as  a  lawyer  involved  in  a  trial.  As  different  as  the  10 
responses  might  be.  they  will  all  have  one  thing  in  common —  a 
basic  effort  to  place  the  affairs  of  society  in  order.  And  generally, 
that  is  what  law  is —  a  formal  means  of  social  control.  It  is 
intended  to  guide  or  direct  human  behavior  toward  ends  that  sat- 
isfy the  common  good.  Laws  embody  moral  principles  and 
express  the  rights  and  obligations  that  mcnibcrs  of  society  hold 
toward  one  another.  They  prov  ide  for  individual  protection  and  for 
the  common  well-being. 

Categories  of  Law 

in  the  legal  world,  there  arc  many  categories  of  law.  'riicre  is  com- 
mon law,  the  system  of  law  that  originaU'd  in  Fiigland  and  was 
tli<-  bodv  of  law  carried  by  tlu-  earliest  Fnglisli  settlers  to  the 
American  colonies.  There  is  cast  law,  the  imictic*'  of  Judges  and 
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lawyers  looking  into  decisions  from  past  eases  to  delerniine  the 
state  of  the  law  for  the  case  they  are  currently  handling.  The 
financial  investigator  is  most  interested  in  substantive  law  and 
two  other  categories  of  law  derived  from  it:  criminal  and  civil  law. 
Each  of  these  categories  is  described  below. 

•  Substantive  law.  Substantive  law  is  the  body  of  law  that 
creates,  discovers,  and  defines  the  rights  and  obligations  of  each 
person  in  society.  Substantiv  e  law  is  composed  of  the  statutes  and 
ordinances  enacted  by  federal,  state,  and  local  legislative  bodies 
ami  anv  regulations  proclaimed  thereunder,  in  addition  to  each 
state  and  federal  constituticm,  Case  law  is  part  of  the  body  of  sub- 
stantive law  in  the  United  Stat(>s.  Criminal  and  ciril  laus  are 
derived  from  subslanlive  km: 

•  Civil  law.  Civil  law  is  the  body  of  law  that  deals  with  con- 
flicts and  differences  between  individuals.  These  private  wrong- 
doings art>  often  referred  to  as  torts.  Remedies  are  usually  in  the 
fornj  of  money  damages  or  court-ordered  actions  to  do.  or  refrain 
from  doing,  certain  specific  things. 

•  Criminal  law.  Criminal  law  is  that  branch  of  the  law  that 
deals  with  offenses  of  a  public  nature,  that  is.  wrongs  committed 
against  the  state.  Such  laws  may  be  im|)ost>d  by  federal  or  state 
statutes  and  usualK  i)ro\ide  |)enalties.  fint>s.  and/or  incarceration 
for  their  breach. 

Classifications  of  Crime 

Crimes  can  be  distinguished  between  those  that  an>  felonies  and 
those  that  are  misdemeanors.  A  felony  is  a  serious  crime  punish- 
able by  incarceration  for  a  period  exceeding  one  year,  a  fine,  and 
loss  of  ct'rtain  civil  rights  (right  to  vote  and  to  hold  public  office). 
Misdemeanors  arc  crimes  less  serious  than  felonies  and  usually 
provide  for  incarct>ration  jxTiods  of  less  than  one  year.  Fines  also 
may  he  imposed. 

Crimes  also  can  be  classified  as  to  those  thai  are  mala  in  se 
and  those  that  arc  mala  prohibila.  (aimes  that  ar(>  mala  in  se  are 
said  to  be  evil  or  immoral  in  and  of  themselv(^s.  They  are 
••()fTens(>s  against  human  conscience."  Connnon  crimes  of  this 


type  include  felonies  such  as  murder  and  rape.  Crimes  that  are 
mala  prohibita  are  offenses  that  are  made  criminal  by  statute  but 
in  and  of  themselves  are  not  necessarily  immoral.  Mala  prohibita 
crimes  include  most  violations  of  government  regulations,  envi- 
ronmental laws,  and  even  traffic  offenses.  Crimes  that  are  mala  in 
se  often  require  proof  of  criminal  intent,  or.  in  legal  terms,  mens 
rea.  Crimes  that  are  mala  prohibita  don't  usually  require  proof  of 
criminal  intent. 


An  Introduction  to  Statutes  and  the  Elements  of  a  Crime 

Suppose  you're  an  investigator  for  a  federal  agency  and  vour  boss 
asks  you  to  investigate  a  case  of  alleged  embezzlement.  "Get  right 
on  it."  she  says.  V\'here  do  you  begin?  Well,  before  vou  put  voui' 
investigative  skills  into  action,  you've  got  to  determine  what 
law{s)  the  suspect  is  allegedly  violating.  But  you're  an  investiga- 
tor, not  a  lawyer.  Vi'hy  do  you  need  to  be  familiar  with  the  laws 
underlying  a  criminal  violation?  Because  you  need  to  be  aware  of 
the  •laments  of  the  (rime.  The  elements  of  a  crime  are  those  con- 
stituent parts  that  must  be  proven  to  sustain  a  conviction;  that  is. 
sufficient  to  make  a  prima  facie  case.  With  a  criminal  violation,  a 
prima  fade  case  is  proven  when  evidence  has  been  presented 
which  proves,  beyond  a  reasonable  doubt,  the  elements  of  the 
crime.  In  Chapter  3.  you'll  read  about  collecting  evidence  and  its 
admissibility  in  court.  For  now.  we  will  key  in  on  two  other  skills 
required  of  an  investigator:  inteipreting  the  law(s)  that  underlie  a 
crime  and  identifying  the  elements  of  the  crime.  But  before  vou 
can  do  these  two  things,  you  must  be  able  to  locate  the  law(s)  that 
define  a  crime. 

United  States  Code 

in  1925,  Congress  authorized  the  {)reparati()n  of  the  I  nited  States 
(]()(le.  a  multi-volume  publication  of  the  text  of  statutes  enacted 
by  Congn>ss.  The  first  set  came  out  in  1926  and  consisted  four 
volumes.  As  of  1988.  the  I'nitcd  States  Co(lt>  consists  of  19  vol- 
umes of  statutes  and  s(>veral  supi)lenientary  texts.  The  I  nitcd 
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ol  \iiiericaii  ta\pa\er-  in  (  (iiii- 
iialliii};  tax  e\a>i()ii. 


States  Code  is  updated  ever}'  six  years  with  cumulative  supple- 
ment volumes  being  issued  during  intervening  years.  You  can 
usually  find  the  United  States  Code  in  the  reference  section  of 
any  libraiy. 

The  statutes  are  codified  into  50  titles.  Codification  is  the 
process  of  collecting  and  arranging  laws  by  subject.  For  example. 
Title  2  is  called  "The  Congress"  and  statutes  relating  to  the  elec- 
tion of  senators  and  representatives,  the  organization  of  Congress, 
and  the  regulation  of  lobbying  are  found  liere.  Titles  may  be  fur- 
ther subdivided  into  parts,  subchapters,  and/or  chapters. 

Suppose  you're  reading  a  legal  document  and  you  came 
across  the  phrase  "he  was  convicted  of  violating  26  L'.S.C.  § 
7201 To  find  out  what  this  person  was  convicted  of.  you  need  to 
l)e  able  to  interpret  what  is  meant  by  "26  U.S.C.  §  7201."  Its 
easy —  U.S.C.  stands  for  United  States  Code,  26  is  the  title  num- 
ber, and  7201  is  the  statute  reference.  You  locate  the  volume  of 
the  United  States  Code  that  contains  Title  26.  turn  to  the  statute 
referenced  by  the  number  7201  and  find  tlie  following: 

§  7201.  Attempt  to  evade  or  defeat  a  tax  or  tiie  payment 
tiiereof 

Any  person  uho  willfully  attempts  in  any  manner  to  evade  or 
defeat  any  tax  imposed  by  this  title  or  the  payment  thereof  shall,  in 
addition  to  other  penalties  provided  by  lau:  be  guilty  of  a  felony 
and.  upon  conviction  thereof,  shall  be  fined  not  more  than 
$25().()()()  (.$500,000  in  the  case  of  a  corporation)  or  imprisoned 
not  more  than  5  rears,  or  both,  together  with  the  costs  of  prosecu- 
tion. 


Upon  reading  the  statute,  you  determine  that  the  person  previ- 
ously referenced  was  convicted  of  tax  evasion.  But  what  did  the 
investigator  who  worked  on  the  case  have  to  prove  to  show  that 
the  |)ers()n  committovl  tax  evasion?  In  other  words,  what  are  the 
elements  of  the  crime? 


Elements  of  a  Crime 

F.arlier.  we  stated  that  th(>  elements  of  a  crime  are  those  con- 
stituent parts  that  must  be  proven  to  sustain  a  conviction.  Well,  to 
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gciiii  a  conviclioii  for  evasion  of  taxes,  there  are  three  elements  tliat 
must  proven  heyond  a  reasonal)le  doubt.  These  elements  are: 

•  The  suspect  owes  additional  taxes 

•  The  suspect  attempted  to  evade  the  taxes 

•  The  suspect  willfully  attempted  to  evade  the  taxes 

It  is  important  that  the  financial  investigator  be  able  to  use 
the  United  States  Code  to  locate  statutes,  however,  with  the  com- 
plex way  statutt^s  are  written,  it  is  not  always  easy  !o  soil  out  the 
elements  of  the  crime.  If  in  doubt,  discuss  the  elements  with  the 
l)rosecuting  attorney.  An  understanding  of  these  elements  will 
enable  an  investigator  to  focus  his  of  her  evidence  collection 
efforts  on  pertinent  information. 

Since  criminal  statutes  may  be  enacted  by  any  level  of  gov- 
enunent —  federal,  state,  and  local —  it  is  important  to  remember 
that  the  elements  of  any  particular  crime  may  vaiy  between  the 
three  different  jurisdictions.  Investigators  must  be  knowledgeable 
about  the  statute  used  for  criminal  prosecution  so  that  the  appro- 
priate evidence  can  be  collecled. 

The  remainder  of  the  chapter  deals  with  statutes  that  are  of  inter- 
est to  the  linancial  investigator.  Selected  statutes  from  the  follow- 
ing four  United  States  Code  titles  will  be  discussed: 

•  Title  15.  Commerce  and  Trade 

•  Title  18.  Crimes  and  Criminal  Procedure 

•  Title  2().  Internal  Revenue  Code 

•  Title  .'51.  Money  and  Finance 


Federal  Statutes:  Title  18,  Crimes  and  Criminal  Procedure 

Title  18  contains  federal  criminal  laws  that  range  from  the  triv- 
ial—  a  statute  barring  the  unauthorized  use  of  ibe  Smokey  llic 
Bear  emblem,  to  the  inonuinenlal —  the  criminal  jjrovisions  of  die 
Anlilnisl  laws.  Selected  slalules.  along  with  the  elements  of  tlie 


24 


§  201.  Iribcry  of  p«bli<  offi- 
<iait  and  witnuMS 

Ibl  ttlioeier — 

(ll  ilirrcllv  or  indirecll).  cor- 
riiplly  i:ii  fs.  n/j'tTS  or  j)romi.sfs 
(invlhin^  of  viihw  to  mi\  inihlic 
ofjtriiil...  or  offers  or  jironiiscs 
nil)  imlilic  official...  lo  pin- 
iiiivlliinf;  of  l  aluv  lo  <im  olhi-r 
ivr.ioii  or  "iilil).  u  illi  iiileni  — 
lAl  lo  injhifiirf  <in\  official 
arl:  or 

i H I  10  inlhifiicc  .siicii  pahlic 
ofjirial...  lo  commil  or  aid  in 
coiiiniilliiif:.  or  collude  ill.  or 
allou.  aii\  jraud.  or  make 
ofiporlanil'i  for  liie  coiiiiiii.ssioii 
of  all}  fraud,  on  llie  I  niletl 
Slalcs:  or 

iCl  lo  induce  such  jnihlic  offi- 
cial... lo  do  or  oiiiil  lo  do  aii\ 
ac!  in  liolalion  of  I  tie  laicful 
duly  or  such  official... 
shall  he  fined  nol  more  ihaii 
lliree  limes  ihe  moneUir\  eipiii  - 
iilenl  if  ill.'  ihinf!  of  nil  lie.  or 
inil>ri.\oned  for  nol  more  itiaii 
fifteen  'tears,  or  holh... 


crime,  are  listed  and  described  on  the  following  pages.  As  was 
stated  earlier,  titles  may  be  further  subdivided  into  parts,  sub- 
chapters, and/or  chapters.  Title  18  happens  to  be  divided  into 
121  chapters.  The  Title  18  statutes  described  in  this  text  are 
listed  according  to  the  chapter  in  which  they  are  found  in  the 
L'nited  States  Code.  Keep  in  mind  that  chapters  often  contain 
multiple  statutes,  but  this  text  lists  just  selected  ones.  So  if  you 
see  only  one  statute  listed  under  a  chapter,  chances  are  that  other 
statutes  exist  in  the  chapter,  but  for  purjjoses  of  this  text  they 
were  not  selected  for  inclusion. 

Bribery,  Graft,  and  Conflicts  of  Interest 

Bribes  are  given  to  influence  the  taker's  actions,  opinions,  or  deci- 
sions. Title  18  L  .S.C.  §  201  makes  it  illegal  for  a  public  official  or 
a  witness  to  acc-ept  a  bribe  and  for  a  person  to  oHer  a  bribe  to 
either  of  these  parties.  Section  (b)(l ).  the  part  of  the  statute  making 
it  illegal  to  bribe  a  public  official,  is  shown  on  the  next  page. 

The  elements  of  the  crime  of  bribing  a  public  official  include 
the  following: 

•  The  suspect  knowingly  offered  a  bribe  to  a  public  official 

•  The  bribe  was  intended  to  influence  the  public  officials 
peribrmance  of  an  official  act  or  lawful  duty 


§  287.  Falsa,  fictitious,  or 
f  rawiulont  tlaims 

Whoever  makei  or  preaenls  lo  any 
lier.son  or  offu  er  in  llie  cii  il...  .<cr- 
I  ire  of  llic  I  niled  Sidlex.  or  lo 
(iin  (h'lxirl infill  or  (ifirnc) 
llicreoj.  iiiiy  elniin  iijioii  or 
tigiiinsi  lite  I  niled  Slales.  or  iiny 
(leixirlnieni  or  (if!eiic\  ihereoj. 
niiou  iiii;  .■iiirli  rhiiin  lo  lie  Jalse. 
Jii  lilioiis.  or  frmuhilcnl  shall  iie 
fined  nol  more  lluin  S2'ilUI(lll.  or 
imprisoned  nol  more  lluin  Jlie 
\e(irs.  or  Ixilli. 

§  371.  Conspiracy  to  commit 
offonso  or  to  dofraud  th« 
Unitod  Statas 

//  ,';(■()  or  more  jiersons  conspire 
eilher  to  roinmil  din  offense 
tifiainsl  llie  I  niled  Suiles.  or  lo 
defraud  llie  I  niled  Slales.  or  any 
(i^em  y  ihereof  in  din  manner  or 
for  an\  purpose,  and  one  or  more 
of  such  persons  do  any  m  l  lo 
efferl  ihe  ohjeel  of  llie  conspiraey. 
each  shall  lie  fined  nol  more  lluin 
S2ril>.(IOO  or  imprisoned  nol 
more  lluin  o  ^ears.  or  luilh. 
If.  houever.  ihe  offense,  ihe  eom- 
mi.ssinn  of  uhieli  is  ihe  olijei  i  of 
llie  conspirue^.  is  a  mi.sdenu'iinor 
<inl\.  ihe  jiunishmeiil  for  ■inch 
(•(inspirar\  sluill  nol  e.xeeeil  ihe 
maximum  piinislinu'iil  provided 
for  silt  li  misdcnieiuuir. 


Claims  and  Services  in  Matters  Affecting  Government 

Vie  must  protect  the  funds  and  property  of  our  government  from 
fraudulent  claims.  Suppose  someone  is  imming  a  scheme  where 
he  or  she  files  federal  income  tax  returns  for  people  who  do  not 
exist,  and  then  pockets  the  refunds.  This  person  is  filing  false 
claims  against  the  hiternal  Revenue  Service.  Title  18  L'.S.C.  § 
287  makes  this  illegal. 

The  elements  of  the  crime  include  the  following: 

•  The  suspect  made  or  presented  a  claim  against  the  Inited 
States  or  any  of  its  departments  or  agencies 

•  The  suspect  knew  that  the  claim  was  false,  fictitious,  or 
fraudulent 


Conspiracy 

Sometimes,  two  or  more  people  agree  to  join  forces  and  cany 
out  some  illegal  activity.  Title  18  U.S.C.  §  371  protects  society 
from  these  mutual  agreements.  According  to  the  statute,  the  ille- 
gal activitv  only  has  to  be  conspired  to.  it  doesn't  actually  need  to 
he  accomplished.  However,  at  least  one  of  the  co-conspirators 
must  have  carried  out  one  "overt  ac-t"  in  furtherance  of  the  con- 
spiracy. The  overt  act  need  not  he  criminal  in  itself.  It  may  he  as 
innocuous  as  making  a  phone  call  or  writing  a  letter. 

Conspiracv  counts  arc  favored  by  the  prosecution  because 
thev  provide  certain  evidentiary  and  pleading  advantages.  If  a 
conspiracv  is  shown,  the  acts  and  statements  of  one  co-conspira- 
tor mav  be  admitted  into  evidence  against  all.  and  each  co-con- 
spirator mav  be  convicted  for  the  underlying  substantive  offense. 

A  corporation  cainiol  conspire  with  one  of  its  own  employees 
to  conmiit  an  offense  since  the  employee  and  employer  are  legally 
viewed  as  one.  A  corporation  may.  however,  conspire  with  other 
business  entities  or  third  parties  in  violation  of  this  statute. 

The  elements  of  the  crime  include  the  following: 

•  The  conspiracy  was  willfully  formed 

«   The  suspect  willfully  became  a  member  of  it 
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At  least  one  of  the  conspirators  knowingly  committed  at 
least  one  overt  act  in  furtherance  of  the  conspiracy 


§471.  OblHiations  or  sMuritivs 
of  th*  Uiiitod  Stotos 

H  Itiwirr.  u  illt  inleni  lo  dejmuii. 
fahvh  inahes.  forjies.  counler- 
fcils.  or  iilltTs  (iin  nUliimlion  or 
oilier  .vc(  wr(/\  of  llw  I  nilfd 
Sliil'.'a.  shall  he  fined  not  more 
lliiiii  S2S(I.()I)0  or  impriioned  not 
more  than  fifteen  years,  or  holli. 

§  641.  Publk  monoy,  proporty 
or  rMords 

Wlioeier  einhezzles.  sletils.  fiiir- 
loiiis.  or  knoieiiijih  eaiiierls  lo 
his  use  or  the  use  of  unollier.  or 
mlhoiil  (iiilhorih  sells.  eonie\.s 
or  (lisiioses  iij  <iii\  reeonl. 
iDiirher.  iiii>ne\.  or  lliin/s  oj  l  iilue 
iif  the  lulled  Stales  or  an\ 
ilefiartinent  or  af;eiie\  thereof,  or 
<in\  j>rojiert\  made  or  heinf; 
niaile  luuler  emit ract  /or  the 
I  nited  States  or  nn\  defiartinent 
or  (ifieiii  \  thereof:  or 
\\  liiiei  er  rei  eii  es.  eoneeol.s.  or 
retain.'i  the  same  idth  the  intent 
to  rimvert  it  to  his  i;.vc  in'  jsain. 
knoidni;  it  to  have  been  emhez- 
:le<l.  stiden.  piirliiitied  or  eon- 
lerteil — 

SliiiU  he  fined  not  more  than 
S2'>t).l)(l()  or  imprisoned  not 
more  ihtiii  ten  years,  or  both:  hut 
if  the  value  if  sui  h  iirofierty  does 
nut  e.xieed  the  sum  of  St  (III.  he 
shall  he  fineil  not  more  than 
Sl.llllll  or  imiirisoned  not  more 
than  one  \ear.  or  both. 
The  turd  "value"  meana  Jai  e. 
liar,  or  market  lalue.  or  cost 
jiriee.  either  uholesale  or  retail, 
u  hii  liei  er  i.s  i;reuter. 


Counterfeiting  and  Forgery 

Title  18  U.S.C.  §  471  deals  with  the  issue  of  committing  fraud  by 
doing  things  such  as  forging  checks  and  making  counterfeit 
money. 

The  elements  of  the  crime  include  the  following: 

•  A  scheme  to  defraud 

•  The  suspect  willfully  used  a  fake,  forged,  altered,  or  coun- 
terfeit U.S.  obligation  or  security 


Embezzlement  and  Theft 

Chapter  31  of  Title  18  contains  sev  jral  statutes  related  to  embez- 
zlement and  theft.  While  the  hnancial  investigator  will  be  inter- 
ested in  each  of  the  statutes,  only  two  are  listed  in  this  text. 

Theft  or  Embtxxlement  From  the  Government 

Title  18  U.S.C.  §  641  states  that  it  is  illegal  to  embezzle,  steal, 
illegally  appropriate,  or  knowingly  convert  anything  of  value  from 
the  United  States  government.  It  is  also  illegal  to  receive,  con- 
ceal, and  retain  these  items. 

The  elements  of  the  crime  include  the  following: 

•  Intent 

•  Property  belonged  to  the  United  States 

•  The  suspect  knew  that  property  belonged  to  the  United 
States 

Theft  or  Embexxlement  by  Bank  Employees 

Title  18  U.S.C.  §  650  focuses  on  theft,  embezzlement,  and  misap- 
plicaticm  of  funds  by  employees  and  ofiicers  of  banks.  As  you  can 
see  from  the  two  statutes  concerning  embezzlement  and  iheft.  the 
value  of  the  embezzled  or  stolen  item  impacts  the  punishment.  If 
the  value  is  less  than  $100.  the  fine  does  not  exceed  $1,000  and 


§  656.  Thaft,  •mbaisUmant, 
or  mltappllcation  by  bank  oHI- 
<«r  or  •mployM 

Vhoficr.  Iii'iiif;  an  oJ]iiiT.  dircc- 
liir.  i.if!enl.  or  <-miilii\cc  oj.  or 
ninnnled  in  iin\  nijmi  il}  iiilli 
(uiv  h'etlcral  Hfsvnr  Ixink... 
rniliezzlfs.  iilislniils.  jiiirliiins.  or 
irillfiill}  niisiiiijilirs  anv  itj  llir 
niiinfy.t.  funds,  or  iredils  iij  siiili 
hank...  shall  hi'  Jhlcd  nol  niiirc 
llian  SI.DDD.Odll  or  iniiin.vmi'tl 
nol  marc  llian  lliirl}  \fars.  or 
holli:  hill  if  lllf  aiiiiHinl  rnihrz- 
zlcd.  ahslrai  li'il.  jiurloincd  or 
inisalijilied.  dufs  nut  iwiccil 
SKKI.  he  shidi  he  Jiiinl  mil  lanre 
lluin  SI.OOO  iir  iiiiiirisiiiied  iml 
mure  lhaii  iiiie  yeiir.  iir  hnlh. 

§  872.  Extortion  by  offlwrt  or 
•mployMS  of  th«  Unltod  Statu 

Wlioeier.  hcinf!  an  (iffiier  or 
eiiijihnee  til  ihe  I  nileil  .'^lilies... 
under  llie  riiiiir  iir  jirelense  nj 
iiljice  or  eniiilinnienl  eoniniils  iir 
allemjils  tin  tirl  tij  exltiilitm. 
shtill  he  finetl  ntil  mure  llitiii 
S2.'i().l)0()  or  iinjiristined  ntil 
mure  llian  lliree  \etirs.  tir  htilli: 
hal  if  llie  aiiitiuiil  e.xltirletl  tir 
tieinantletl  tities  mil  i:\ceetl  SKKI. 
he  slitdl  he  finetl  ntil  imae  llian 
SriOd  or  inijiristiiied  mil  nuire 
llitiii  line  \ear.  or  litilh. 


the  prison  time  is  h»ss  than  one  year.  If  the  value  is  SI 00  or  more, 
the  fines  and  amount  of  prison  time  are  much  steeper. 
Tlie  elements  of  the  crime  inchide  the  following: 

•  intent 

•  The  suspect  is  a  hank  employee  or  officer 

•  The  suspect  attempted  to  defraud  the  hank 

Extortion  and  Threats 

We  have  to  protect  ourselves  from  heing  forced  to  do  things 
against  our  will.  Chaj)ter  41  of  Title  18  contains  statutes  that  pro- 
hihit  the  use  of  threats  and  force.  Three  of  the  statutes  are  listed 
helow. 

Extortion 

Title  18  L  .S.(].  §  872  states  that  government  emi)loyees  and  offi- 
cers cannot  use  their  employment  status  with  the  government  to 
gain  money  or  property  through  force  or  threats. 
The  elements  of  the  crime  include  the  following: 

•  Intent 

•  The  suspect  is  an  officer  or  employee  of  United  States  gov- 
ernment 

•  The  suspect  used  his  or  her  emi)l()yment  with  govermnent 
as  [larl  of  the  extortion  scheme 

•  Kxtortion  is  committed  or  attenijjted 


§873.  Machmail 

W'hiiei  er.  under  ihretil  iif  inftirni- 
inf!.  or  as  a  t  iuisithralinn  Jnr  mil 
infiinninf:.  iifitdnsi  iin\  iitihilinn 
tif  iiin  hill  iif  ihe  I  nilfti  .S/(//('.\. 
tientantis  tir  rereii  es  am  nitiiie\ 
iir  iilher  itduahh-  ihinf!.  shall  he 
lined  ntil  more  lhan  .^2.(1011  or 
inijiriwned  ntil  mure  ihiin  nne 
\eiir.  or  hnlh. 


Blackmail 

Title  18  r.S.C.  ^5  87."^  prohihits  the  us(>  of  hiackmail  to  keej) 
someone  from  informing  of  criminal  violations.  It  also  prohihits 
someone  from  hlackmailing  another  hy  threatening  lo  expose  that 
person's  criminal  activities. 

The  elements  of  th(>  crime  include  the  following: 

•  Intent 

•  The  suspect  made  threats 
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§  874.  KUkbmkt  from  publU 
works  tmployoos 

WhiM'icr.  I)v  forri;  iiitiniiildlioii. 
or  llircal  af  priu  iiriiif:  ilisniissiil 
from  finplinincnl...  iiiilmes  mi} 
person  i'iup}o)i'(l  in  llic  riinslnic- 
lion.  prosrnilion.  roniplclioii  or 
repair  of  iinv  piililic  work 
finonri'il  in  iiliolr  or  in  pari  In 
loiins  or  f:ronls  form  the  I  nilril 
Sillies,  lo  fiii  e  up  iinv  port  oj  llie 
eonipensiilion  In  icliieh  liv  is 
eiililled  under  his  lonlroci  of 
rnipUnnienl.  slioll  he  fined  nol 
more  lliiin  S2S(I.(I(I(I  or  impris- 
oned nol  more  llion  five  \eiirs.  or 
liolh. 


Kickbacks 

Title  18  L.S.C.  §  874  prevents  a  worker  on  a  goxenimetital  pro- 
ject from  l)eiiig  compelled  hy  force,  threat,  intimidation,  or  dis- 
missal to  <i;ive  up  part  of  the  compensation  he  or  she  received  or 
was  entitled  to  receive. 

The  elements  of  the  crime  include  the  following: 

•  Intent 

•  The  suspect  made  threats 

•  Compensation  for  threats  would  he  from  loans  or  grants 
provided  hy  the  government 

•  Puhlic  work  financed,  at  least  partially,  hy  the  government 


§  1001.  Falso  statomonts  of 
•ntriot  gonorally 

ll'//()ci  ('r.  in  ony  niiiller  ii  illiin  llie 
jiirisdii  lion  of  on)  ilepiirlnieni  or 
iipenis  of  llie  I  nileil  Sliiles  kiioie- 
inf:h  iiiiil  leillfiilh  /iilsijies.  l  on- 
reiils  or  eoiers  up  In  iinv  Iriek. 
selieiiie.  or  dei  ire  ii  muleriol  Jiiel. 
or  mokes  filse.  /irliliiiiis  or  frouil- 
iilenl  sliilemenis  or  represenlii- 
lions.  or  makes  or  uses  iin\  filse 
lerilinf;  or  iloeumeul  knoii  iii/.'  llie 
same  lo  eonluin  an  \  filse.  Jiili- 
lious  or  friiiuliilenl  slaleineni  or 
enlr\  shall  he  fined  nol  nuire  ihon 
S'JriDJHH)  or  imprisoueil  mil  more 
ihiin  file  \ears.  or  holli. 


Fraud  and  False  Statements 

Title  18  contains  a  number  of  related  prov  isions  which  punish 
false  or  fraudulent  statements,  made  either  orally  or  in  writing,  to 
various  federal  agencies  and  depailments.  The  principal  statute  is 
Title  18  L  .S.C  §  1001.  It  is  most  often  used  to  pn)secutc  false 
statements  made  to  law  enforcenuMit  or  regulatory  officials  in  the 
course  of  an  official  investigation,  or  on  applications  for  federal 
employment,  credit,  visa,  or  passport  applications,  etc.  This 
statute  also  pertains  to  violaticms  relating  to  altered  or  false  docu- 
ments submitted  to  agencies  of  the  federal  government  with  the 
intent  to  defraud  the  United  States. 

A  statement  is  '"false"  for  the  purposes  of  the  statutt"  if  it  was 
known  to  l)e  untrue  when  made.  A  statement  is'"fraudulent"  if  it 
was  known  to  he  untrue  and  was  made  with  the  intent  to  deceive  a 
goverinnettt  agency.  The  agency  need  not  actually  have  heen 
deceived,  nor  must  the  agency  have  in  fact  relied  upon  the  fal.se 
statement,  for  a  violation  to  occur.  The  statement  must  have  heen 
"material."  that  is.  capable  of  influencing  th(>  agency  involved. 

The  elements  of  the  crime  inchuh"  the  follow  ing: 

•  Willfulness 

•  The  suspect  knew  that  the  statement  was  false 

•  One  or  more  of  the  following 


§1341.  Frauds  and  swindiM 

Whoever.  /latiVig  deiised  or 
intending  to  det  ise  any  scheme  or 
(irlifice  to  defraud,  or  for  ohuiin- 
ing  money  or  properly  h\  means 
of  false  or  frandideiit  pretenses, 
represenldlions.  or  'promi.ies.  or  to 
.lell.  dispose  of.  loan,  exchange, 
oiler,  give  away,  distribute,  sup- 
ply, or  furnish  or  procure  for 
unlawful  u.ie  any  counterfeit  or 
spurioiui  coin,  obligation,  security, 
or  other  article,  or  anything  repre- 
.vnted  to  be  or  intimated  or  held 
out  to  Ih-  such  counterfeit  or  spuri- 
ous article,  for  the  purjtose  of  exe- 
cuting such  schenw  or  artifice  or 
attempting  to  do  so.  phu  es  in  any 
imst  office  or  authorized  defmitory 
for  mail  matter,  any  matter  or 
thing  whatever  to  be  sent  or  deliv- 
ered by  the  Postal  Service,  or  takes 
or  received  therefrom.  an  \  such 
matter  or  thing,  or  knowingly 
causes  to  be  delivered  by  mail 
according  to  the  direction 
thereon,  or  at  the  place  at  which 
it  is  directed  to  be  delivered  by 
the  person  to  whom  it  is 
addressed,  any  such  matter  or 
thing,  shall  be  fined  not  more 
than  $25(1.0(1(1  or  imprisoned  not 
more  than  .i  \ears.  or  both.  If  the 
viobition  affects  a  financial  in.^li- 
tution.  suih  person  .■ihull  not  be 
fined  more  than  $1.(1(1(1.(10(1  or 
imprisoned  more  than  -id  years, 
or  both. 


-  falsification  or  concealment  of  a  material  fact 

-  false  statement 

-  false  writing  or  eiHry 

Matter  within  jurisdiction  of  any  U.S.  agency 


Mail  Fraud 

Chapter  63  of  Title  18  contains  statutes  relating  to  the  commis- 
sion of  fraud. 

Mail  Fraud 

The  mail  fraud  statute.  Title  18  U.S.C.  §  1341.  is  one  of  the  most 
common  criminal  fraud  statutes  used  by  the  financial  investigator. 
This  statute  prevents  the  U.S.  Postal  Service  from  being  used  to 
carry  out  any  scheme  to  defraud.  The  mailing  itself  does  not  need 
to  contain  the  false  and  fraudulent  representations,  as  long  as  it  is 
an  "integral"  part  of  the  scheme.  What  is  considered  integral  or 
incidental  depends  on  the  facts  of  each  case;  generally  any  mail- 
ing whi('h  helps  advance  the  scheme  in  any  significant  way  will 
l)e  considered  sufficient. 

The  elements  of  the  crime  include  the  following: 

•  Intent 

•  Scheme  to  defraud 

•  Use  of  mails  to  further  scheme 


§  1343.  Frawl  by  wir*,  radio, 
or  tolovlsioR 

Whoever,  hai  itif;  deiiseit  or 
inlcndin^  lo  difvise  iiti)  sclienw 
or  arlijire  lo  defrnud.  or  for 
olilaiiiing  money  or  i>roi>erly...  /» 
melius  of  wire,  radio,  lelei  isioit 
eotnmiiiiicalion  and  iiilerslale  or 
foreign  eommerce.. .  shdll  he 
fined  nol  more  lhan  S25().()()l)  or 
imprisoned  nol  more  lhan  5 
>Cf/r.s.  or  holh.  If  ihe  riolation 
off  CIS  (I  financial  inslilulion, 
.^iii  h  person  shall  nol  he  fined 
r  ,re  lhan  SI .000,000  or  impri.i- 
oned  more  limn  .'iO  years,  or  holh. 

§  1344.  Bank  Fraud 

(d)  K'hoet  er.  knou  ingly  e.xeciiles. 
or  (ilientpis  lo  execule.  a  .vlieme 
or  arliji'  e  — 

( 1 1  lo  defraud  a  Jinaneial  insli- 
liilion:  01 

(2)  lo  ohiain  any  of  I  he  moneys, 
funds,  credils.  a.s.vls.  seeurilies  or 
oilier  properly  ou  ned  by  or  under 
ihe  conlrol  of.  a  Jinaneial  in.ililu- 
lion  hy  means  of fahe  or  fraudii- 
lenl  prelen.<it'S.  represenlalions.  or 
promise.i.  shall  he  fined  nol  more 
lhan  $1,000,000  or  imprisoned 
mil  nion-  lhan  -W  XYirs,  or  holh. 


Wir*  Fraud 

Title  18  U.S.C.  §  1343  prevents  someone  from  using  television 
and  radio,  or  phone  lines  (computer  modems  included)  to  defraud 
the  public. 

The  elements  of  the  crime  include  the  following: 

•  Intent 

•  Scheme  to  defraud 

•  Use  of  interstate  communications  to  further  scheme 
Bank  Fraud 

A  relatively  new  federal  statute  makes  it  a  crime  to  defraud,  or 
attempt  to  defraud,  a  federally  chartered  or  insured  bank. 
Previously,  such  offenses  were  prosecuted  under  the  more  generic 
fraud  statutes,  such  as  mail  or  wire  fraud.  As  in  the  mail  and  wire 
fraud  statutes,  the  term  "defraud"  includes  any  misrepresenta- 
tions or  other  conduct  intended  to  deceive  others  in  order  to 
obtain  something  of  value.  The  prosecution  must  prove  only  an 
attempt  to  execute  this  scheme,  and  need  not  show  actual  loss,  or 
that  the  victim  institution  was  actually  deceived,  or  that  the 
defendant  personally  benefitted  from  this  scheme.  The  important 
aspect  is  the  attempt. 

The  elements  of  the  crime  include  the  following: 

•  Intent 

•  Scheme  to  defraud  a  financial  institution 


Racketeering 

Chapter  95  of  Title  18  contains  statutes  related  to  money  launder- 
ing. By  definition,  money  laundering  is  the  process  by  which  one 
conceals  the  existence,  illegal  source,  or  legal  application  of 
income  and  then  disguises  that  income  to  make  it  appear  legiti- 
mate. This  is  taking  "dirty  money"  and  washing  it  to  make  it 
ajipear  "clean".  Through  these  laws,  the  meie  moving  of  money 
known  by  an  individual  to  be  the  proceeds  from  some  illegal 
activity  creates  a  substantive  criminal  offense  separate  from  the 
illegal  activity  itself.  For  the  financial  investigator,  these  statutes 


•  I. 


§  1956.  Laundering  of  mone- 
tary instruniMtt 

Id  II 1 1  Wliocicr.  hitm  iiin  iIkiI  the 
properly  iiirolrcd  in  it  fiiumvhtl 
iransdcltnn  rep  res  fills  ihe  pro- 
ceeds of  some  form  of  iinliiiifiil 
aelii  ily.  eondiiels  or  ollempis  lo 
eondiiel  such  a  JiiiancidI  Iroiis- 
delitm  wliieh  in  fuel  inrolres  llie 
proceeds  of  specified  unlaufdl 
dcliiil) —  lAlli)  leilli  llie  inleni 
lo  promole  llie  enrryinn  on  oj 
specified  unhiufiil  dclii  ily:  orliil 
icilli  llie  inleni  lo  eiifiope  in  eon- 
duel  conslilnlinf!  d  l  iolalion  oj 
scclion  7201  or  7206  of  lite 
Inleriidl  Keienue  Code  oj  l')H(i: 
orliil  linoicinf!  lluil  llie  Ininsdc- 
liim  is  designed  in  icliole  or  in 
pari —  Hi  lo  conceol  or  disf;tiisc 
llie  ndliire.  llie  locitlion.  llie 
sources,  llie  ownership,  or  llie 
ctmlrol  of  the  proceeds  oj  specifieil 
unlduj'ul  (iclii  ily:  or  liil  lo  oroid 
d  ininsdclion  reporlini:  reqidre- 
nicnl  under  Sidle  or  Federul  hue. 
...sludl  he  seulenced  lo  d  fine  oj 
nol  more  ihon  $.~>l )().()( 10  or  licice 
ihe  i(diie  (f  llie  properl\  iniolied 
in  llie  Ininsdclion.  ichicherer  i.s 
frrcdler.  or  imprisoiimeni  jor  nol 
more  ihnn  luenlv  yeors  or.  holli. 


provide  criminal  relief  in  investigations  that  involve  the  move- 
ment of  money  through  financial  institutions  when  that  money  is 
derived  from  an  illegal  activity.  These  money  laundering  statutes 
have  forfeiture  provisions  which  allow  for  seizure  and  forfeiture  of 
monev  and  assets  that  represent  the  proceeds  of  the  substantive 
illegal  activity.  (Chapter  1 1  of  this  text  deals  with  this  topic). 

Money  Laundering 

Title  18  U.S.C.  §  1956  makes  it  a  federal  crime  to  launder  money 
known  to  be  the  proceeds  of  specified  unlawful  activities,  as 
defined  hy  federal  statutes.  Note  that  only  part  of  the  statute 
[(a)(1)]  is  displayed. 

The  elements  of  the  crime  include  the  following: 

•  The  suspect  must  conduct  or  attempt  to  conduct  a  "finan- 
cial transaction" 

•  The  suspect  must  know  that  the  jjroperty  involved  in  the 
transaction  represents  the  proceeds  of  soine  form  of  unlaw- 
ful activity 

•  The  transa('tion  must  involve  property  which,  in  fact,  repre- 
sents the  proceeds  of  "specified  unlawful  activity" 

•  The  suspect  must  engage  in  the  transaction  with  either — 

—  the  intent  of  promoting  the  earn  ing  on  of  the  "specified 
unlawful  at'tivity."  or — 

—  the  intent  to  engage  in  conduct  constituting  tax  evasion 
under  Title  26  U.S.C.  §  7201  or  tax  fraud  under  Title  26 
i;.S.C.  §  7206.  or 

—  knowledge  that  the  purpose  of  the  transaction,  in  whole 
•  or  in  part,  was  either  to  conceal  or  disguise  the  nature. 

location,  source,  ownership,  or  control  of  the  proceeds  of 
"specified  unlawful  activity;"  or  to  avoid  a  transaction 
reporting  requirement  under  State  or  Federal  law 

Transactions  Involving  Criminally  Derived  Properly 

Title  18  U.S.C.  §  19.57  states  that  it  is  unlawful  to  take  pari  in.  or 
attempt  to  take  part  in.  nionctan'  transactions  involving  crimi- 
nally derived  pro|)ei1y  that  is  of  a  value  greater  than  SIO.OOO  and 
is  derivetl  from  a  specified  uidawful  activity. 

3i> 


§  1957.  Engaging  in  m«n«tary 
tniMiKtiom  in  pro|Mrty  4«rI«Ml 
from  (|M<If  M  tmlawful  Mtivlty 

Id)  Whoever,  in  (iny  of  I  lie  cir- 
cuni.sUmces  set  forth  in  .subserlioii 
(d).  kiioicingly  engaifei  or 
ultempis  to  en,.'(ige  in  a  monetary 
Iransm  lion  in  criinindlly  derived 
properl)  thai  is  of  a  value  greater 
than  $10,000  and  is  derived 
from  specified  unluitful  aetirily. 
shall  be  punished  </,<  provided  in 
subsection  (b). 

lh)(l )  H\cei>t  as  provided  in 
paragraph  (2).  the  punishment 
for  an  offense  under  this  section 
is  a  fiiu-  under  title  IH.  I  iiited 
States  Code,  or  iniprisonnu-nt  for 
not  more  than  ten  vears  or  both. 


The  elements  of  the  crime  include  the  following: 

•  The  suspect  must  knowingly  engage  in  a  "monetan'  transac- 
tion." A  monetary'  transaction  is  any  deposit,  withdrawal,  transfer, 
or  exchange,  in  or  affecting  interstate  or  foreign  commerce,  of 
funds  or  a  monetary  instrument  by,  through,  or  to  a  financial  insti- 
tution. It  excludes  "any  transaction  necessaiy  to  presene  a  per- 
son's right  to  representation  as  guaranteed  by  the  sixth  amendment 
to  the  Constitution" 

•  The  value  of  funds  or  monetaiy  instrument  involved  in  the 
transaction  or  attempted  transa(.'tion  must  exceed  $10,000 

•  The  suspect  must  know  that  the  funtls  or  monetaiy  instru- 
ments involved  in  the  transaction  or  attempted  transacttion, consti- 
tute "criminally  derived  property" 

•  The  property  involved  in  the  transaction  must,  in  fact,  con- 
stitute the  proceeds  of  "specified  unlawful  activity" 

•  The  offense  must  take  place  in  the  United  States,  in  the 
special  maritime  and  territorial  jurisdiction  of  the  United  Slates, 
or.  can  take  place  outside  the  U.S.  if  the  subject  is  a  United  States 
person —  as  defined  in  Title  18  U.S.C.  §  3077.  except  for  the 
class  described  in  paragraph  (2)(D)  of  that  sectif)n 


Racketeer  Influenced  and  Corrupt  Organizations 
(RICO) 

RICO  is  probably  the  most  well  known  and  controversial  federal 
statute  in  use  today.  Title  18  U.S.C.  §  1961  was  originally  enacted 
in  1970  to  fight  organized  crime's  infiltration  of  legitimate  busi- 
ness. Its  powerful  criminal  and  civil  provisions  have  been  used  in 
a  wide  range  of  fraud  cases.  When  applied  in  financial  cases,  the 
statute  outlaws,  in  general,  the  investment  of  ill-gotten  gains  in 
another  business  enter|Mise.  or  the  acquisition  of  an  interest  in  an 
enterprise  through  certain  specified  unlawful  activities.  These 
unlawful  activities  include:  illegal  interstate  gambling,  trafficking 
in  illegal  substances,  money  laundering,  prostitution,  and  other 
specific  illegal  activities  delineated  by  Congress.  Criminal  penal- 
ties include  stiff  fines  and  jail  terms,  as  well  as  forfeiture  of  all 
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illegal  proceeds  or  interests  acquired.  Civil  remedies  include  tre- 
ble damages,  attorney's  fees,  dissolution  of  the  offending  enter- 
prise, and  other  remedial  measures. 

RICO  s  complexity  is  due,  in  part,  to  efforts  to  avoid  constitu- 
tional problems  which  voided  attempted  "anti-racketeer"  legisla- 
tion in  the  1930s.  The  "1930  provisions"  were  found  to  be 
unconstitutional  because  they  punished  the  mere  "status"  of 
being  a  gangster,  rather  than  any  particular  wrongful  conduct. 
RICO  avoids  this  impediment  by  basing  its  definition  of  "racke- 
teering" and  enhanced  penalties  on  "patterns"  of  conduct  defined 
in  the  statute.  The  most  controversial  aspect  of  RICO  is  its  civil 
provisions.  Civil  actions  may  be  brought  by  the  government  or 
anv  private  party  injured  by  a  defendants  business  or  property. 
Critics  complain  that  private  party  suits  have  been  used  to  reach 
"deep  pocket"  defendants,  such  as  accounting  firms  who  cannot 
be  characterized  as  racketeers,  and  to  coerce  unwanted  settle- 
ments from  blameless  defendants  fearful  of  possible  treble  dam- 
age judgments.  A  treble  damage  judgment  involves  the  payment 
of  three  times  the  amount  of  damages  to  the  entity  damaged  by 
the  defendant.  Supporters  contend  that  a  plaintiff  cannot  recover 
unless  he  or  .she  proves  fraud  or  certain  other  identified  criminal 
acts.  Several  bills  to  repeal  or  amend  RICO,  particularly  these 
civil  provisions,  have  been  introduced  in  Congress  in  recent 
vears. 


Federal  Statutes:  Title  26,  Internal  Revenue  Code 


§  7201.  Attempt  to  avad*  or 
dofoat  «  tax  or  tho  poymont 
thoroof 

.•\n  \  person  who  willfully  allcnipls 
ill  any  manner  lo  evade  or  dejeal 
any  lax  imposed  by  litis  lille  or 
the  paymeul  thereof  shall,  in 
addilioii  lu  oilier  penalties  pro- 
vided by  law.  be  i;uilly  of  a 
felony  and.  upon  conviction 
thereof,  shull  be  fined  not  more 
Ihan  S2.W.()I)()  iS.iOO.OOO  in  the 
case  of  a  corporulioni  or 
imprisoned  iioi  more  llittn  5 
years,  or  bolh.  lofielher  icilh  llie 
vosis  of  prosecution. 

§  7203.  Willful  foiluro  to  fiU 
roturn,  supply  information,  or 
pay  tax 

Any  person  required  under  this 
lille  lo  pay  any  esliinaled  lax  or 
lax.  or  required  b\  this  lille  or  b\ 
re/;ulations  made  under  nulluir- 
il\  thereof  lo  make  u  return,  keep 
any  records,  or  supply  un\  infor- 
nuilion.  who  willfully  fails  lo  /«n 
siu  h  eslimoled  lax  or  lax.  make 
such  return,  keep  such  records,  or 
suppl}  such  information,  at  the 
lime  or  limes  required  In  laic  or 
ref:ulalion.i.  shall,  m  addition  lo 
other  penalties  provided  b\  law. 
he  jiiiill)  of  II  inivlemeanor  and. 
upon  conviction  thereof  shall  be 
fined  not  more  than  S2.i.()(l() 
iSliUt.llOO  ill  the  case  of  a  corpo- 
raliitn).  or  inipri.soiieil  not  more 
than  I  sear,  or  both,  lof^ethci 
iiilli  the  costs  of  prosecution... 


The  Internal  Revenue  Code  is  the  body  of  law  which  codifies  all 
federal  tax  laws  including  income,  estate,  gift,  excise,  etc.  taxes. 
Our  focus  is  on  Chapter  75;  Crimes.  Other  Offenses,  and 
Forfeitures. 

Crimes,  Other  Offenses,  And  Forfeitures 

The  IRS  is  responsible  for  ensuring  that  we  comply  with  tax  laws 
and  regulations.  The  statutes  listed  below  deal  with  tax  abuse  and 
fraud. 

Tax  Evasion 

Most  indi\iduals  atid  corporations  are  required,  by  law.  to  pay 
taxes  on  earnings  and  other  sources  of  income.  Title  26  U.S.C.  § 
7201  states  that  it  is  illegal  for  any  person  to  avoid  paying  taxes 
that  they,  or  the  coqioration  they  represent,  owe. 

We  co\ered  the  elements  of  this  crime  earlier:  however,  we 
shall  revisit  them  here.  The  elements  of  the  crime  include  the  fol- 
lowing: 

•  The  suspect  owes  additional  taxes 

•  The  suspect  attempted  to  evade  the  taxes 

•  The  suspect  willfully  attempted  to  evade  the  taxes 

Failing  to  File,  Supply  information,  or  Pay  Tax 

Title  26  U.S.C.  §  7203  basically  states  that  if  you  are  required  to 
file  a  tax  return,  you  nmst  file  it:  if  you  are  required  to  pay  a  tax. 
you  must  pay  it:  and  if  you  are  required  to  keep  records  or  supply 
information  concerning  taxes,  you  must  keep  the  records  or  sup- 
ply the  informatio!!. 

If  the  suspect  failed  to  file,  the  elemetits  of  the  crime  include 
the  following: 

•  Duty  to  file 

•  Failure  to  file 

•  Willfulness 


§  7206.  Fraud  and  fait*  stat«- 
m*nt 

1;m  imtsoii  kIii) —  ill  Willjiill) 
niiikcs  tintl  siihsrrilics  <iii\ 
rcliini.  sidlciiifiil.  iir  iillirr  dm  u- 
mrnl.  icliicli  riiiiliiiiis  or  is  icri- 
licil  liv  (I  icrillrii  <li  vhirulion  lluil 
is  initilr  iiiiiirr  pciKillli's  iir  jii'i- 
jur\.  mill  icliicli  lu'  ilm's  nol 
hclicif  III  he  Inic  ttiul  ciirrccl  (is 
Id  rivr\  inali'riul  iiutllt'r...  sliiill 
he  i:iiill\  (ij  II  Jeldii)  mill  iiimn 
i  iiin  ii  liiiii.  sliiill  III-  fine il  mil 
morr  limn  S2.VI.II(I(I  iS.Vlll.dlHI 
ill  llif  (■((.<('  ()/  (/  iiirjiiiriiliiiiii  nr 
imprisoiii'il  mil  luiiri-  lliiiii 
wv/r.s.  or  Imlli.  iD/u'liiri  iiilli  llii' 
i  DsIs  III  iiro.sri  iiliiiii. 


If  the  suspect  failed  to  supply  information,  the  elements  of  the 
crime  include  the  following: 

•  Dutv  to  supply  information 

•  Failure  to  supply  information 

•  Willfulness 

If  the  suspect  failed  to  pay  taxes,  the  elements  of  the  crime 
include  the  following: 

•  Duty  to  pay 

•  Failure  to  pay 

•  Willfulness 

Filing  a  False  or  Fraudulent  Return 

When  you  file  your  federal  income  lax  form,  you  place  your  signa- 
ture on  it.  Ill  doing  so.  you  state  that  the  information  presented  on 
the  form  is  accurate.  Now.  if  you  know  that  your  return  is  not 
accurate,  hut  you  sign  it  anyway,  you're  filing  a  fraudulent  return 
in  violation  of  Title  26  L.S.C.  §  7206. 

The  elements  of  the  crime  include  the  following: 

•  The  suspect  made  and  suhscrihed  under  penalty  of  perjuiy 

•  The  suspect  knew  that  the  statement  was  false  or  fraudulent 

•  Willfulness 
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Federal  Statutes:  Title  1 5,  Commerce  and  Trade 


Title  15  rotitains  statutes  related  to  the  exchange,  buying,  or  sell- 
ing of  goods,  productions,  and  pro{)etlieJ  of  any  kind.  There  are 
three  "acts"'  contained  in  Title  15  that  are  of  particular  interest  to 
the  financial  investigator.  They  are  discussed  helow. 

Securities  Act  of  1933 

The  Securities  Act  of  1933  (Title  15  L^.S.C.  §  77  et  seq)  provides 
for  registration  of  securities  which  are  to  he  sold  to  the  public  and 
for  complete  information  as  to  the  issuer  and  stock  offering.  A 
security  is  a  stock,  bond.  note,  or  other  document  thai  represents 
a  share  in  a  company  or  a  debt  owed  by  a  comj)any  or  governmenl 
entity. 

Securities  Exchonge  Act  of  1934 

The  Securities  FAchange  Act  of  1934  (Title  15  L'.S.C.  §  78  et  svq) 
governs  the  operation  of  stock  exchanges  and  over-the-counter 
trading.  It  recjuires.  among  other  things,  publication  of  informa- 
tion concerning  stocks  which  are  listed  on  these  exchanges. 

Title  15  contains  numerous  statutes  which  prohibi*  false 
statements  and  other  fraudulent  activity  in  cotmection  with  secu- 
ritv  transactions.  These  laws  contain  ci\il  and  administrative 
remedies,  enforced  by  the  Securities  and  Kxchange  Commission 
(SKC).  as  well  as  criminal  sanctions  enforced  by  the  Department 
of  Justice.  Whether  a  particular  violation  is  prosecuted  civilly  or 
criminally  depends  in  large  measure  on  the  degree  of  willfulness 
that  can  be  proven. 

Electronic  Funds  Transfer  Act 

An  •l«(troni(S  fund  transftr  is  a  transaction  with  a  financial 
institution  by  means  of  a  computer,  telephone,  or  electronic 
instrument.  The  Klectrottic  Funds  Transfer  Act  provides  a  basic 
framework  establishing  the  rights.  liabilities,  and  responsibilities 
of  partici[)ants  in  electronic  funds  transfer  systems.  The  act 
addresses  the  provision  of  individual  consumer  rights. 

O  ( 


"Computer  crime"  is  a  new  term  in  law  enforcement,  and  the 
Electronic  Funds  Transfer  Act  is  one  of  several  statutes  that 
relates  to  this  type  of  crime.  In  a  computer  crime,  the  computer 
can  be  the  instrument  of  a  crime  or  the  object  of  one.  As  an 
instrument,  a  computer  may  be  used  to  steal  funds  from  a  bank 
account.  As  the  object  of  a  crime,  the  infonnation  contained  in  a 
computer  may  be  stolen,  altered,  or  destroyed.  Most  computer 
crimes  are  still  prosecuted  under  traditional  fraud,  theft,  and 
embezzlement  statutes.  Generally,  the  elements  of  a  computer 
crime  include  the  following: 

•  I  nauthorized  access  (or  exceeding  ones  authority) 

•  An  intent  to  defraud 

•  Obtaining  anything  of  value 
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Federal  Statutes:  Title  31,  Money  and  Finance 


§  5313.  Reports  on  Domosti* 
Coins  ami  CwrrmMy  Transactions 

(dj  When  a  domeflic  fiiuiniiiil 
in.tliltilioii  is  involved  in  <i  Irims- 
aclion  for  the  ptiymenl.  reeeipl. 
or  Irtinafer  of  I  ,-S.  coins  or  cur- 
rency lor  oilier  monelar)  inslrii- 
nieiils  ihe  Secreltir\  of  ihe 
Treasury  prescribes  I.  in  an 
(inuiitnl.  denoininulion.  or 
onionni  and  denomintilion.  or 
under  circumslanees  llie 
Secrel<ir\  iiresvihes  hy  refiida- 
lion.  ihe  inslilulinn  and  any 
oilier  /larlieipanl  in  lite  Iransac- 
lion  llie  Secretary  ma^  prescribe 
shall  file  a  report  on  llie  Iransac- 
lion  al  ihe  lime  and  in  ihe  icay 
the  Secretary  prescribes... 

§  5324.  Structuring  Trans- 
actions to  Evado  Reporting 
Roquiromont  Proliibltod 

.\  o  person  shall  for  the  purpose 
o/  era<tin(i  the  report  require- 
ment.'^ of  section  .^.'{l.tla)  icith 
respect  to  such  tran.''action  — 
ill  cause  Oi  attempt  to  caii.se  a 
doinemic  Jinanciol  institution  to 
foil  to  file  a  report  rei/uircd 
under  section  ri.'i l.'il a ): 
l2l  cause  or  attempt  to  cause  a 
domestic  financial  institutitm  to 
file  a  report  requireil  under  sec- 
tion .^.'It.'ilal  that  contains  a 
material  omission  or  misstate- 
nieiit  of  flit:  or 

I^U  siructure  or  assi.tl  in  struc- 
turing'!, or  attempt  to  structure  or 
a.sKist  in  striicturin/i.  an\  traiis- 
(ictitm  icilli  one  or  more  iloniestic 
finoneial  institutions. 


Title  31  contains  statutes  governing  the  money  and  finances  of  the 
United  States  government.  The  two  statutes  listed  below  relate  to 
the  movement  of  money  through  a  financial  institution. 

Financial  transactions  in  excess  of  S10,000  in  currency  must 
be  reported  on  a  Currency  Transaction  Report  (CTR).  Title  31 
U.S.C.  §  5313  requires  that  financial  institutions  file  this  report. 
If  a  person  takes  actions  to  falsely  or  fraudulently  stop  a  financial 
institution  from  filing  the  report  with  the  federal  government,  a 
\  iolation  of  criminal  law  has  occurred. 

Title  31  U.S.C.  §  5324  makes  it  illegal  for  an  individual  to 
attempt  to  "stmcture  transactions"  in  such  a  way  as  to  evade  the 
reporting  requirements  of  Title  31  U.S.C.  §  5313.  Such  structur- 
ing would  include: 

•  ])reaking  deposits  into  amounts  less  than  S  10.000 

•  withdrawing  currency  in  amounts  less  than  SIO.OOO 

•  utilizing  various  financial  documents  (cashiers  checks,  cer- 


tified checks,  monev  orders) 


OiJ 
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This  chapter  has  detailed  important  federal  statutes  relating  to 
financial  investigations.  The  successful  financial  investigator  is 
one  who  can  sort  out  the  elements  of  a  crime  from  the  legalese  of 
a  statute  so  that  he  or  she  is  in  a  position  to  gather  the  evidence 
needed  to  prove  a  violation  and  sustain  a  conviction. 
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Questions  and  Exercises 

Answer  the  following  questions  then  check  your  responses  with 
those  provided  at  the  back  of  the  book. 

I.  What  are  the  differences  between  civil  law  and  criminal  law? 


2.  What  are  the  differences  between  felonies  and  misdemeanors? 


3.  What  is  the  difference  between  a  crime  that  is  "mala  pro- 
hibita"  and  one  that  is  "mala  in  se?" 


4.  Descriptions  of  criminal  activities  are  listed  below.  For  each 
description,  identify  all  federal  statutes  that  may  have  been  vio- 
lated and  the  elements  of  the  crime.  Refer  only  to  those  statutes 
contained  in  Chapter  2. 

a.  Jeriy  Wilson  owns  a  clothing  store  in  Chicago.  He  agreed  to  let 
a  drug  dealer  buy  thousands  of  dollars  of  clothes  there,  using  SIO, 
S2(),  and  $50  bills  that  had  been  used  to  buy  crack  and  cocaine 
on  the  streets. 


1).  Troy  Aveiy  is  a  high-ranking  civil  servant  employed  by  the 
U.S.  Navy,  lie  has  ties  with  a  spoils  agent.  One  of  the  contractors 
who  works  with  Avery  has  a  son  who  is  sure  to  be  the  first  player 
selected  in  the  college  football  draft.  Avery  tells  this  contractor 
that  he  had  better  convince  his  son  to  sign  with  Aveiys  sports 
agent  friend  or  Avery  will  see  to  it  that  the  contractor  loses  his 
job. 
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c.  Jenny  Lawrence  cons  unsuspecting  victims  into  buying  bogus 
vacation  packages  by  placing  adds  offering  inexpensive  vacations, 
in  newspapers  and  listing  an  800  number  for  potential  victims  to 
call. 


d.  David  Stevens  is  employed  by  First  National  Bank  and  Trust. 
He  IS  diverting  money,  via  wire  transfers,  from  the  bank's  general 
ledger  account  to  a  personal  account  at  another  bank. 


e.  Linda  Carson  is  the  president  of  a  consulting  firm  that  has 
fallen  on  hard  times.  But  Linda  has  some  dirt  on  a  competitor  and 
threatens  to  expose  a  kickback  scheme  that  this  person's  com- 
pany is  involved  in  unless  the  competitor  drops  its  pursuit  of  a 
contact  that  Linda's  company  is  bidding  on. 


f.  Susan  Tompkins  is  required  to  pay  estimated  taxes  four  times  a 
year.  She  has  missed  one  payment  and  has  no  intention  paying 
the  other  three. 


5.  l^mce  (Gordon  is  a  drug  trafficker.  Lach  week,  he  deposits  his 
profits  in  several  different  banks  and  makes  sure  that  each 
deposit  is  less  than  $10,000.  What  statute  is  he  violating? 
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Evidence 


\  S^Jp  n  Chapter  2,  some  of  the  federal  statutes  of  inter- 
est to  the  financial  investigator  were  identified.  A 
.corresponding  list  of  the  "elements  of  the  crime" 
was  provided  for  many  of  the  statutes.  These  elements  are  of  par- 
ticular importance  to  the  investigator  because  they  direct  the 
focus  of  the  evidence  gathering  process.  In  this  chapter  we  will 
discuss  various  concepts  related  to  evidence.  We  will  look  at  the 
differences  between  direct  and  circumstantial  evidence.  We  will 
discuss  various  standards  of  proof  and  see  how  the  standard  of 
proof  for  a  criminal  case  differs  from  the  standards  for  a  civil 
case.  Selected  "rules  of  evidence"  also  will  be  presented.  The 
chapter  begins  with  a  iliscussion  of  the  grand  jur\'  process,  for  it 
is  here  that  initial  evidence  gathering  efforts  help  determine 
whether  a  suspect  in  a  criminal  case  goes  to  trial. 
After  studying  Chapter  3,  you  should  be  able  to: 

•  Describe  the  granil  jury  process. 

•  Describe  the  "investigative  tools'"  used  by  the  grand  jury. 

•  Deliiie  evidence. 

•  Distinguish  among  the  live  standards  of  proof. 

•  Desi-ribe  ilifferent  classifications  (jfeviilcnce. 

•  Determine  the  admissibility  of  evidence  by  applying 
selei'ted  rules  of  evidence. 
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One  of  the  major  respoiisihilities  of  a  financial  investigator  is 
to  gather  evidence.  But  there  are  many  things  the  investigator 
must  consider  in  his  or  her  quest  for  evidence.  Does  the  evidence 
hear  directly  upon  a  fact  the  prosecution  wants  to  prove  or  must 
inferences  he  made  to  link  the  evidence  to  a  fact?  Is  the  person 
who  supplied  some  relevant  fact  ahle  to  testify  to  that  fact  or  are 
the  communications  hetween  that  person  and  the  accused  privi- 
leged? This  chapter  provides  an  introduction  to  many  concepts 
surrounding  the  collection,  strength,  and  admissibility  of  evi- 
dence. But  hefore  we  get  into  a  discussion  of  evidence,  we  will 
look  at  the  grand  jury  process.  It  is  here  that  the  determination  is 
made  to  charge  someone  with  a  violation  of  criminal  law.  The  evi- 
dence an  investigator  collects  plays  a  large  role  in  determining 
whether  there  is  sufficient  cause  to  believe  that  the  accused  com- 
mitted a  crime. 


The  Grand  Jury 

The  American  svstem  of  justice  is  adversarial  in  nature.  This 
means  that  both  parties  involved  in  the  litigation  (prosecution  and 
accused)  present  evidence  to  a  third  party  (judge  or  jury)  for  a 
determination  of  who  is  right  or  wrong  (guilt  or  innocence).  This 
differs  dramatically  from  other  systems  of  justice.  For  example,  in 
an  inquisitional  system,  defendants  are  presumed  guilty  and  the 
evidence  to  convict  them  is  extracted  from  their  mouths. 

One  of  the  manv  legal  concepts  that  the  American  colonists 
brought  with  them  from  England  was  that  an  individual  accused  of 
a  high  crime  or  major  criminal  violation  should  stand  accountable 
to  that  accusation  in  front  of  his  or  her  peers.  Linder  our 
Constitution,  a  person  cannot  be  indicted,  receive  a  forma!  written 
complaint  of  criminal  charges,  w  ithout  first  having  th"  facts  and  the 
reasons  leading  up  to  and  contained  within  the  indictment  reviewed 
and  ajjproved  by  a  jun  of  his  or  lier  peers —  a  grand  jury. 

At  the  federal  level,  a  grand  jury  consists  of  16  to  23  f)e()f)ie 
chosen  from  the  genera!  population  in  a  judicial  district.  The  jurors 
investigate  accusations  against  pcojjlc  and  other  entities.  Lpon  a 
finding  of  probable  cause,  a  grand  jury  returns  an  indictment  which 
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requires  the  aceused  to  stand  trial  for  a  criminal  violation. 

Normally  a  grand  jur\  "sits."  or  tleliherates,  for  a  period  of 
eighteen  months  to  perform  its  function.  Grand  jun  proceedings 
are  held  in  secrecy,  and  as  such,  only  the  jurors,  government 
attorney,  witness,  and  stenographer  are  present  while  the  juiy  is 
in  session.  When  the  jun  is  deliberating  or  voting,  no  one  else  is 
allowed  in  the  jury  room. 

The  role  of  the  grand  jun  is  that  of  fact  finder.  The  jun  meets 
to  gather  information  and  documents,  and  to  listen  to  witness  tes- 
timony concerning  alleged  criminal  violations.  After  the  informa- 
tion, documents  and  testimony  have  been  gathered,  the  grand 
jurv  decides,  by  voting,  whether  or  not  to  return  a  criminal 
indictment.  It  takes  12  jurors  to  return  an  indictment,  no  matter 
how  large  the  juiy. 

Tools  of  the  Grand  Jury 

To  accomplish  their  fact  finding,  the  grand  jun  has  the  power  to 
call  witnesses  to  provide  testimony,  to  issue  orders  that  require 
the  production  of  records,  and  to  impose  legal  sanctions  to  ensure 
compliance  with  its  powers.  The  primary  investigative  tool  of  the 
grand  jun  is  the  subpoena  which  requires  a  witness  to  appear 
before  the  grand  juiy.  A  subpoena  can  also  recjuire  a  witness  to 
produce  records  and  documents.  A  subpoena  details  the  testi- 
monv  or  records  to  be  supplied  and  the  place  and  time  for  the  wit- 
ness" appearance  before  the  grand  jury.  Subpoenaed  witnesses 
that  fail  to  comply  can  be  cited  for  contempt  of  court  and  those 
that  are  dishonest  while  providing  testimony  may  face  perjury 
charges.  Witnesses  may  not  have  their  attorneys  present  with 
them  during  the  grand  jury  proceeding,  however,  witnesses  can 
confer  with  their  attorneys  outside  th(>  grand  jury  proceedings 
before  answering  questions. 

Another  grand  jury  investigative  tool  is  the  grant  of  immu- 
nity. Inununity  is  granted  to  convince  or  compel  ii  witness  to  pro- 
vide testimony  or  produce  documents.  By  guaranteeing  that  the 
witness  will  not  be  prosecuted,  the  grand  jur\-  can  obtain  impor- 
tant information  otherwise  unavailable.  There  are  two  types  of 
imnumity  grants:  transactional  and  use. 


Transactional  Immunity 

Transactional  immunity  completely  protects  the  witness  from 
prosecution  for  any  criminal  offenses  about  which  he  or  she  testi- 
fies during  the  grand  jury  proceedings.  If  a  witness  states  that  she 
has  laundered  money  for  a  drug  dealer,  she  cannot  be  charged  for 
the  offense  if  she  has  been  provided  transactional  immunity.  This 
form  of  immunity  is  rarely  used. 

Use  Immunity 

Use  immunity  protects  witnesses  from  the  prosecution's  "use"  of 
their  testimony  against  them.  Let's  look  at  that  same  witness  who 
laundered  drug  money.  If  she  is  granted  use  immunity,  she  cannot 
be  prosecuted  for  money  laundering  unless  the  prosecuting  attor- 
ney can  develop  independent  information  and  evidence  from  a 
completely  separate  source  of  the  witness'  criminal  wrongdoing. 

Immunity  can  be  given  either  formally  or  informally.  Formal 
immunity  is  granted  by  the  court.  As  part  of  a  grand  jury  proceed- 
ing, the  prosecuting  attorney  makes  an  application  to  a  court  (i.e. 
federal  judge)  requesting  a  grant  of  formal  immunity  for  the  wit- 
ness. The  court  official  reviews  the  application  and  bases  his  or 
her  findings  on: 

•  The  importance  of  the  information  to  the  success  of  the 
investigation 

•  The  availability  of  the  information  from  other  sources 

•  The  culpability  of  the  witness 

If  the  court  approves  the  application,  a  grant  of  formal  immu- 
nity is  issued  to  the  witness. 

Informal  immunity  is  offered  to  grand  jury  witnesses  by  the 
prosecuting  attorney  via  issuance  of  a  "letter  of  immunity." 
Such  a  letter  assures  witnesses  that  their  grand  jun."  testimony 
will  not  be  used  against  them  in  any  subsequent  criminal  legal 
proceeding. 

Immimity  is  a  poweiful  tool  and  the  investigator  and  prose- 
cuting attorney  must  use  it  wisely.  They  must  weigh  the  evidence 
they  will  receive  from  a  witness  against  that  witness'  criminal 
wrong  doings.  The  prosecutor  will  usually  ask  for  a  proffer.  This 
is  a  statement  from  the  witness  which  details  his  involvement 
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and  cannot  be  used  against  him.  It  is  used  to  determine  if  immu- 
nity should  be  offered. 

Role  of  the  Financial  Investigator 
in  the  Grand  Jury  Process 

Financial  investigators  routinely  work  with  grand  juries.  They 
serve  subpoenas,  gather  information,  take  testimony  from  wit- 
nesses, and  report  their  investigative  findings  to  the  grand  jury. 
The  cloak  of  secrecy  applies  to  all  information  gathered  by  the 
agent  during  the  grand  jury  proceedings. 

The  financial  investigator  also  assists  the  prosecution  in  the 
investigative  decision-making  process.  The  investigator  who  has 
talked  to  witnesses  and  analyzed  the  financial  information  can 
advise  the  attorney  on  issues  such  as  order  of  witness  appearance, 
questions  to  ask  the  witness,  and  even  whom  to  offer  immunity 
grants. 

A  major  advantage  in  conducting  financial  investigations 
through  the  grand  jury  process  is  the  ability  for  various  law 
enforcement  agencies  to  work  together.  Allegations  of  criminal 
violations  often  impact  various  statutes  for  which  numerous  agen- 
cies hold  investigative  authority.  Under  the  auspices  of  the  grand 
juiy,  multiple  violaticms  can  be  simultaneously  investigated  and 
ultimately  charged  through  a  coordinated  multi-agency  effort. 

One  disadvantage  to  condu(;ting  an  investigation  through  the 
grand  jury  process  is  related  to  the  secrecy  requirements  of  the 
grand  jury.  Grand  juiy  information  may  not  be  used  in  non-grand 
jury  investigations  unless  a  court  order  is  obtained  permitting  the 
release  of  the  grand  jury  infonnation.  If  a  suspect  is  not  indicted 
by  the  grand  jury,  the  grand  juiys  investigative  findings  cannot  be 
used  in  other  investigative  activities  (i.e.  intelligence  sharing  or 
otiier  ongoing  investigations)  unless  so  authorized  by  a  court 
order. 


What  Is  Evidence? 


From  the  discussion  on  the  grand  jury  proceeding,  you  can  see 
that  the  financial  investigator's  role  as  a  gatherer  of  evidence  is  a 
vital  one.  In  its  simplest  terms,  •videnM  is  anything  that  can 
make  a  person  believe  that  a  fact  or  proposition  is  true  or  false. 
Both  parties  involved  in  a  lawsuit  can  submit  evidence  to  prove 
their  points.  In  a  criminal  case,  the  prosecution  must  present  evi- 
dence to  prove  the  commission  of  a  crime.  They  do  so  by  gather- 
ing information,  documents,  and  other  items  that  prove  the 
elements  of  a  crime.  The  defense  presents  evidence  to  show  that 
allegations  are  invalid. 


Standards  of  Proof 


Evidence  is  collected  to  establish  proof.  In  the  world  of  law 
enforcement,  the  concept  of  proof  varies  according  to  the  situa- 
tion. In  a  criminal  (^ase,  evidence  must  establish  proof  of  a  crime 
"beyond  a  reasonable  doubt."  In  most  civil  cases,  evidence  must 
be  strong  enough  to  incline  a  person  to  believe  one  side  over  the 
other.  Discussions  concerning  five  standards  of  proof  follow. 


Beyond  a  Reasonable  Doubt 

A  defendant  charged  with  a  criminal  violation  is  presumed  inno- 
cent until  proven  guilty.  In  a  criminal  proceeding,  the  govemment 
bears  the  burden  of  proving  that  the  accused  is  guilty  of  the 
charges —  the  accused  does  not  have  to  prove  his  or  her  inno- 
cence. To  receive  a  guilty  verdict,  the  government  must  prove 
each  and  every  element  of  a  crime  beyond  a  reasonable  doubt. 

The  concept  of  boyond  a  roafonablo  doubt  is  something  that 
many  of  us  talk  about  and,  perhaps,  stniggle  with.  We  do  not  have 
to  be  sitting  on  a  juiy  to  give  our  pei-sonal  opinions  about  a  case. 
We  can  read  about  a  case  in  the  newspaper.  Some,  we  can  watch 
on  television.  So,  when  we  get  leady  to  give  our  ptirsoiial  verdicts 
of  guilt  or  innocence,  we  must  measure  the  evidence  presented 
and  determine  if  the  prosecution  has  proven  its  east'  beyond  a 
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reasonable  doubt.  And  then  we  ask  ourselves —  "What  is  meant 
by  'reasonable  doubt'?" 

Reasonable  doubt  is  the  degree  of  certainty  that  you  have  in 
accomplishing  or  transacting  the  more  important  concerns  of  your 
everyday  life.  For  example,  you  are  out  for  your  nightly  walk 
around  the  neighborhood  and  you  stop  at  an  intersection.  At  the 
same  time,  a  car  happens  to  pull  up  to  a  stop  sign  at  the  same 
intersection.  You  and  the  driver  make  eye  contact  and  the  driver 
waves  at  you  to  cross  the  street.  You  cross  because  you  are  con- 
vinced, beyond  a  reasonable  doubt,  that  the  car  will  not  pull  out 
and  run  over  you. 

We  just  described  "reasonable  doubt"  in  lay  person's  terms. 
Let's  see  how  the  court  defines  "reasonable  doubt?"  A  recent 
court  decision  (U.S.  v.  Sunderland)  defines  the  concept  as  follows: 

,4  reasonable  doubt,  is  a  doubt  founded  upon  a  consideration 
of  all  the  evidence  and  must  be  based  on  reason.  Beyond  a 
reasonable  doubt  does  not  mean  to  moral  certainty  or 
beyond  a  mere  possible  doubt  or  an  imaginary  doubt.  It  is 
.such  a  doubt  as  would  deter  a  reasonably  prudent  man  or 
woman  from  acting  or  deciding  in  the  more  important  mat- 
ters involved  in  his  or  her  own  affairs.  Doubts  which  are  not 
based  upon  a  reasonable  and  careful  consideration  oj  all  the 
evidence,  what  are  purely  imaginary,  or  borne  of  sympathy 
alone,  should  not  be  considered  and  should  not  influence 
vour  verdict.  It  is  only  necessary  that  you  should  have  cer- 
tainty with  which  you  transact  the  more  important  concerns 
in  life.  If  you  have  that  certainty,  then  you  are  convinced 
beyond  a  reasonable  doubt. 


A  defendant  may  not  be  convicted  upon  mere  sus[)i(  ion  or 
conjecture.  A  defendant  should  be  acquitted  if  the  evidence  is 
(■(lually  consistent  with  innocence  as  with  guilt.' 

Preponderance  of  Evidence 

The  degree  of  [)ro()f  re(]uireil  in  many  civil  matters  is  a  prtpondor- 
ailfo  of  ovidoiKO.  Let's  say  you  are  sitting  on  a  jury  in  a  case 


involving  a  lawsuit  where  one  person  is  suing  the  other.  You  listen 
to  the  evidence  presented  by  the  defendant  and  then  you  listen  to 
the  evidence  presented  by  the  plaintiff.  When  it  comes  time  to 
deliberate,  you  find  that  you  happen  to  believe  the  plaintiff.  Both 
sides  presented  evidence  but  the  evidence  presented  by  the 
plaintiff  made  you  believe  that  person.  This  is  proof  by  prepon- 
derance of  evidence —  evidence  that  inclines  an  impartial  mind 
to  one  side  rather  than  the  other.  And  with  preponderance  of  evi- 
dence, it  is  not  the  quantity  of  evidence  that  matters,  it's  the  qual- 
ity. For  example: 

...when  it  is  said  that  the  burden  rest  upon  either  party  to 
establish  any  particular  fact  or  proposition  by  preponderance 
or  greater  weight  of  evidence,  it  is  meant  that  the  evidence 
offered  and  introduced  in  support  thereof  to  entitle  said 
party  to  a  verdict,  should,  when  fully  and  thoroughly  con- 
sidered, produce  the  stronger  impression  upon  the  mind  and 
be  more  convincing  when  weighed  against  the  evidence 
introduced  in  opposition  thereto.  Such  preponderances  are 
not  always  to  be  determined  by  the  number  of  witnesses  on 
the  respective  sides,  although  it  may  be  thus  determined  all 
of  the  things  being  equal.' 

Clear  and  Convincing  Evidence 

Another  standard  of  proof  used  in  certain  civil  cases  where  fraud 
may  be  involved  is  <lMr  and  ioiivinditg  •vid«n<«.  This  type  of 
proof  is  not  proof  beyond  a  reasonable  doubt  as  required  in  a 
criminal  case,  but  is  stronger  than  a  mere  preponderance  of  evi- 
dence as  normally  required  in  a  civil  matter.  For  example: 

A  mere  preponderance  of  the  evidence,  meaning  merely  the 
greater  weight  of  the  evidence,  is  not  sufficient  to  prove 
fraud.  This  does  not  mean  that  you  must  be  convinced  of 
fraud  beyond  a  reasonable  doubt,  because  this  Lt  not  a  crim- 
inal case.  However,  an  allegation  of  fraud  does  require  a 
greater  degree  of  proof  than  is  required  in  most  civil  cases, 
and  a  mere  preponderance  of  the  evidence  while  enough  to 
incline  the  mind  of  an  impartial  juror  to  one  side  of  the  issue 
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rather  than  the  other,  is  not  enough  to  prove  fraud.  Fraud 
must  be  established  by  evidence  which  is  clear,  cogent,  and 
convincing:' 

Probable  Cause 

The  three  standards  of  proof  just  presented  can  be  distinguished 
from  probabi*  cause  which  serves  as  the  basis  for  arrest  and 
search  warrants.  Probable  cause  is  all  the  facts  and  circum- 
stances within  the  knowledge  of  an  investigator  about  a  criminal 
activity  that  can  be  considered  reasonable  and  trustworthy.  For  an 
arrest  warrant  to  be  issued,  probable  cause  must  be  sufficient  to 
cause  a  person  of  reasonable  caution  to  believe  that  a  crime  has 
been  committed  and  that  the  accused  has  committed  it.  To  have  a 
search  warrant  issued,  probable  cause  must  be  sufficient  to  make 
a  reasonable  person  believe  that  a  crime  has  been  or  will  be  com- 
mitted and  that  the  evidence  sought  exists  in  the  place  to  be 
searched.  Probable  cause  requires  more  than  mere  suspicion  or 
hunches  but  less  than  a  preponderance  of  evidence. 

Suspicious  Situation 

At  the  opposite  end  of  the  spectrum  from  "beyond  a  reasonable 
doubt"  in  the  continuum  of  standards  of  proof  is  the  suspicious 
situation.  In  Terry  v.  Ohio.  392  U.S.  1  (1968),  the  Supreme  Court 
established  case  law  stating  that  police  may  briefly  detain  and 
question  a  person  for  investigative  purposes  if  there  exists  spe- 
cific "articulable  suspicions."  Such  a  valid  detainment  of  a  sus- 
pect may  yield  evidence  to  effect  arrest  or  provide  evidence  in 
support  of  a  crime. 


Classifications  of  Evidence 

Now  that  you  are  familiar  with  the  standards  of  proof,  let  s  look  at 
the  types  of  evidencf  that  can  be  presented.  In  le^al  terminology, 
evidence  has  various  classifications.  Evidence  may  be  classified 
according  to  its  proof  results  (direct  or  circumstantial)  or  accord- 


ing  to  its  source  (real,  dorumentar>-.  or  testitnonial).  The  following 
paragraphs  desrrihe  the  different  classifications  of  evidence. 
Evidence  admitted  through  a  proc-ess  called  "judicial  notice"  is 
also  discussed. 

Direct  Evidence 

A  person  under  investigation  is  suspected  of  accepting  a  S5.000 
bribe.  Another  person  states  that  he  was  with  the  suspect  on 
November  12.  1992  and  saw  the  suspect  accept  the  bribe.  This 
person  has  provided  direct  evidence  of  the  crime.  Direct  evidence 
is  evidence  to  the  prec-ise  point  at  issue.'  A  person  is  suspected  of 
accepting  a  bribe;  another  person  says  he  saw  the  suspect  accept 
a  bribe.  Nothing  needs  to  be  infened  or  presumed. 

Circumstantial  Evidence 

Now  lets  look  at  the  same  suspect,  only  this  time  lets  look  at 
some  evidence  that  is  not  directly  related  to  the  point  at  issue.  An 
investigator  states  that  the  suspects  bank  statement  reveals  that 
the  suspect  deposited  S5.000  on  November  12.  1992.  Another 
person  testifies  that  on  November  12,  1992,  she  saw  the  suspect 
having  breakfast  with  the  person  suspected  of  offering  the  bribe. 
When  looked  at  individually,  neither  of  these  pieces  of  evidence 
prove  that  the  suspect  accepted  a  bribe.  However,  viewed 
to.Licther.  you  get  the  feeling  that  the  suspect  could  have  accepted 
the  bribe  at  breakfast  and  then  deposited  it  in  his  bank. 

The  evidence  presented  in  the  previous  paragraph  is  circum- 
stantial evidence,  (lirc-uinstantial  evidence  is  evidence  relating  to 
a  series  of  facts  other  than  those  at  issue  that  tend,  by  inference, 
to  establish  the  fact  at  issue.'  Circumstantial  evidence  proves  the 
existence  of  the  fact  indirectly  and  depends  on  the  strength  of  the 
inferences  raised  by  the  evidence.  The  use  of  circimistantial  evi- 
dence is  recognized  by  the  courts  as  a  legitimate  means  of  proof 
when  it  involves  proving  several  material  facts  which,  when  con- 
sidered in  a  relationship  to  each  other,  tend  to  establish  the  exis- 
tence of  the  principle  or  ultimate  fact. 

Circumstantial  evidence  is  the  only  type  of  evidence  gener- 
allv  available  to  show  (-(M  tain  elements  of  a  crime,  such  as  malice. 


willfulness,  intent,  or  legal  concepts  \vlii(;h  exist  only  in  the  mind 
of  the  perpetrator  of  the  deed.  Accordingly,  the  proof  of  most 
finan(;ial  violations  is  based  upon  circumstantial  evidence. 

Real  Evidence 

Red  •videnM  is  evidence  that  is  tangible;  it  can  be  presented  to 
the  jury  for  inspection.  Material  objects  such  as  knives,  bullets, 
guns,  and  jewelry  are  examples  of  real  evidence. 

Documentary  Evidence 

Documentary  evidenM  consists  of  writings  and  documents,  such 
as  judicial  or  official  records,  contracts,  deeds,  and  the  less  for- 
mal writings  such  as  letters,  memorandums,  books,  and  records  of 
[)rivate  persons  and  organizations.  Documentan  evidence  is  pri- 
niarilv  circumstantial  in  nature  and  must  be  introduced  by  a  wit- 
ness who  can  testify  to  the  existence  and  authenticity  of  the 
evidence. 

Testimonial  Evidence 

Testimonial  evidence  is  evidence  given  by  word  of  mouth. 
Witnesses  under  oath  and  affirmation  provide  testimonial  evi- 
dence. A  witness  is  a  person  who  can  testify  as  to  what  he  or  she 
knows  from  having  seen,  heard,  or  otherwise  observed. 

Judicial  Notice 

Not  everything  presented  during  a  trial  must  be  proved.  There  are 
matters  so  well  known  to  the  court  that  it  would  be  a  waste  of  lime 
to  compel  a  party  to  offer  evidence  of  their  truth.  For  example,  it 
is  a  well  known  fact  that  the  formula  for  water  is  H^O.  There's  no 
reason  for  a  lawyer  to  call  a  witness  to  the  stand  to  attest  to  that 
fact.  The  judge  can  allow  the  court  to  accept  certain  facts  as  evi- 
dence through  a  legal  process  known  as  judicial  notice.  However, 
if  there  is  evidence  which  reasonably  puts  a  fact  in  dispute,  judi- 
cial notice  will  not  be  taken. 


Rules  of  Evidence 


The  investigator  is  the  one  who  gathers  evidence  during  the 
investigative  process.  For  the  investigator,  evidence  of  financial 
crimes  includes  the  following: 

•  Admissions  and  confessions  freely  given  by  the  suspect 

•  Statements  made  by  witnesses  who  either  observed  the 
criminal  event  or  were  victimized  by  it 

•  Physical  things  which  relate  to  the  criminal  activity  (i.e. 
books  and  records,  currency,  bank  account  information, 
etc.) 

•  Analysis  completed  by  the  investigator 

But  even  the  best  of  evidence,  that  which  would  result  in 
overwhelming  indications  of  guilt,  will  mean  nothing  and  will  be 
inadmissible  at  trial  if  the  investigator  ignores  the  rules  and  pro- 
cedures regarding  the  admissibility  of  evidence  at  trial.  These 
rules  directly  impact  on  the  financial  investigator  during  the 
investigative  process. 

At  the  federal  level,  the  rules  governing  criminal  procedures 
and  evidence  have  been  codified  and  represent  the  benchmark  to 
follow  when  gathering  information  during  the  investigative 
process.  The  following  rules  are  relevant  to  financial  investiga- 
tions: 

•  Rule  401.  Relevancy  and  Competency 

•  Rule  301,  Privileged  Communications 

•  Rule  801,  Hearsay 

•  Rule  901(a).  Chain  of  Custody 

•  Rules  1001  and  1002.  Best  Evidence  and  iiequiremeiil  of 
Original 


Relevoncy  and  Competency  (Rule  401) 

To  be  admissible,  evidence  must  be  relevant  and  competent.  These 
terms  are  not  synonymous.  If  a  fact  offered  in  evidence  relates  in 
some  logical  way  to  the  principle  fact  it  is  considered  to  be  r«l«- 
vant.  The  compttoncy  of  evidence  means  that  the  fact  offered  into 
evidence  is  adequately  sufficient,  reliable,  and  relevant  to  the  case 
and  is  presented  by  a  qualified  and  capable  witness. 

Relevancy  implies  a  traceable  and  significant  connection.  A 
fact  may  not  bear  directly  on  the  principle  fact  but  it  is  consid- 
ered relevant  if  it  constitutes  one  link  in  a  chain  of  evidence  or  if 
it  relates  to  facts  that  would  constitute  circumstantial  evidence. 
Some  evidentiary  matters  that  are  considered  relevant  and  there- 
fore admissible  are:" 

•  The  motive  for  a  crime 

•  The  ability  of  the  defendant  to  commit  this  specific  crime 

•  The  opportunity  to  commit  the  crime 

•  Threats  or  expressions  of  ill  will  by  the  suspect 

•  The  means  of  committing  the  offense 

•  Physical  evidence  at  the  scene  linking  the  accused  to  the 
crime 

•  The  suspect's  conduct  and  comments  at  the  time  of  arrest 

•  The  attempt  to  conceal  and/or  destroy  evidence 

•  Valid  confessions 

Elvidence,  even  if  logically  relevant,  may  be  excluded  by  the 
Court  if  that  evidence  is  likely  to  inflame  or  confuse  a  jury,  or 
consume  too  much  time.  For  example,  testimony  as  to  the  statisti- 
cal probability  of  guilt  of  the  defendant,  while  logically  relevant 
when  l)ased  on  prior  testimony,  may  l)e  considered  too  prejudicial 
and  unrelial)le  to  l)e  accepted  by  the  Court." 

The  issue  of  competency  can  relate  to  the  witness  presenting 
the  evidence  or  ti  e  evidence  itself.  If  a  person  is  called  to  testify 
and  does  not  understand  the  nature  of  the  oath  or  is  unable  to  nar- 
rate with  understanding  the  facts  that  he  or  she  is  to  testify  to,  that 


witness'  competency  will  be  questioned.  Examples  of  incompetent 
evidence  include  confessions  involuntarily  obtained  or  unsigned 
carbon  copies  of  a  document  which  are  offered  into  evidence  with- 
out any  explanation  for  the  failure  to  produce  the  original. 

Privileged  Communications  (Rule  501) 

This  rule  is  based  on  the  belief  that  it  is  necessary  to  maintain  the 
confidentiality  of  certain  communications.  However,  it  covers  only 
those  communications  that  are  a  "unique  product"  of  a  protective 
relationship.  The  one  to  whom  the  information  has  been  given 
cannot  divulge  that  information  without  the  consent  of  the  other 
party.  Some  of  the  more  prevalent  claims  to  privileged  relation- 
ships are: 

•  Attorney/Client 

•  Husband/Wife 

•  Clergyman/Penitent 

•  Physician/Patient 

•  Accountant/Client 

•  Law  Knforccment  Officer/Informant 

Attorney/Client 

The  attorney/client  |)rivilege  must  be  strictly  adhered  to. 
However,  this  privileged  relationshif)  does  not  make  eveiy  com- 
munication between  a  client  to  his  attorney  confidential.  It 
a|)plies  only  to  those  communications  meant  to  be  confidential 
and  made  to  the  attorney  in  his  or  her  ca|)acity  as  an  attorney. 
When  it  does  a|)|)ly.  the  privilege  covers  cor|)orute  as  well  as  indi- 
vidual clients. 

For  the  investigator,  the  attorney/client  |)rivilcge  docs  not 
a|)ply  when  a  suspect's  attorney  is  merely  a  conduit  for  handling 
funds  or  is  involved  in  something  like  researching  or  recording 
the  transfer  of  title  to  real  estate  (without  consultation  for  legal 
ach  ice).  Similarly,  if  the  attorney  is  acting  as  an  accountant  or  tax 
return  |)reparer.  this  privilege  may  not  be  a|)|)licable. 
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Husband/Wift 

Communications  between  a  husband  and  wife,  privately  made, 
are  generally  assumed  to  have  been  intended  to  be  of  a  confiden- 
tial nature,  and  therefore  held  to  be  privileged.  These  communi- 
cations remain  privileged  even  after  a  marriage  terminates. 
However,  if  it  is  obvious  from  the  circumstances  or  nature  of  a 
communication  that  no  confidence  was  intended,  there  is  no  priv- 
ilege. For  example,  communications  between  a  husband  and  wife 
made  in  the  presence  of  a  friend  are  not  privileged. 

In  addition  to  the  confidential  coninmnication  privilege,  there 
exists  an  independent  privilege —  a  testimonial  privilege.  A  mar- 
ried person  may  refuse  to  testify  against  his  or  her  spouse,  at  least 
when  the  latter  is  a  defendant  in  a  c;riminal  prosecution. 

Cltrgyman/Penitent 

The  privilege  between  clergyman  and  penitent  has  been  recog- 
nized in  the  Federal  courts,  but  this  privilege  has  not  been 
extended  to  financial  matters,  such  as  contributions  made  through 
a  clergyman. 

Physician/Patient 

Many  state  courts  recognize  the  physician/patient  privilege, 
although  Federal  courts  generally  have  not  approved  it." 

AMOuntant/Clitiit 

The  accountant/client  communication  privilege  is  not  recognized 
under  common  or  Federal  law.  Workpapers  belonging  to  an 
accountant  are  not  privileged  and  must  be  produced  if  required. 
Similarly,  a  suspect  may  be  required  to  produce  an  accountant  s 
workpapers  if  they  are  in  his  or  her  possession. 

An  accountant  employed  by  an  attorney,  or  retained  by  a  per- 
son at  the  attorneys  request  to  perform  services  essential  to  the 
attorney/client  relationship,  may  be  covered  by  the  attorney/client 
privilege. 

Law  Enfonemtnt  Offictr/lnformant 

T!.'"s  privilege  allows  law  enforcement  agencies  to  withhold  from 
discl()sur(>  the  identity  of  persons  who  furnish  information  con- 
cerning violations  of  law.  Unlike  other  privileges,  it  is  the  identity 
of  the  infomiant  that  is  privileged,  not  the  communication. 


This  privilege  also  differs  from  the  others  in  that  it  can  be 
waived  only  by  the  government,  whereas  the  others  are  for  the 
benefit  of,  and  can  be  waived  by,  the  accused  individual.  Where 
disclosure  of  an  informant's  identity  or  the  content  of  the  cohimu- 
nication  is  relevant  to  a  fair  trial,  the  court  may  order  disclosure. 
If  the  government  withholds  the  information,  the  court  could  dis- 
miss the  charges. 

Conversations  in  the  known  presence  of  third  parties  do  not 
fall  within  the  purview  of  privileged  communications.  The  pro- 
tected communications  are  those  that  are,  in  fact,  intended  to  be 
confidential.  Exceptions  are  recognized  for  those  situations  where 
third  parties  are  indispensable  to  the  communication  itself  (i.e., 
legal  secretary,  stenographer,  or  transcriber). 

Hearsay  (Rule  801) 

HMrsay  is  evidence  that  does  not  come  from  the  personal  knowl- 
edge of  the  declarant  but  from  the  repetition  of  what  the  declarant 
has  heard  others  say.  For  example,  an  investigator  says  that  the 
suspect's  business  manager  told  him  that  checks  written  by  the 
suspect  were  for  personal  expenses,  not  business  expenses.  This 
information  would  be  considered  hearsay  and  inadmissible  in 
court.  The  information  would  be  admissible  if  the  business  man- 
ager provided  the  testimony. 

The  major  reason  hearsay  is  inadmissible  is  the  potential 
unreliability  of  the  witness  providing  the  hearsay.  Witnesses  must 
tell  what  they  themselves  know,  not  what  they  have  heard  from 
others.  Testimony  that  merely  repeats  what  another  person  said  is 
not  admitted  as  evidence  because  of  the  possibility  of  distortion 
or  misunderstanding.*' 

The  justice  system  recognizes  that  there  are  occasions  when 
exceptions  to  the  hearsay  rule  must  be  made.  From  a  financial 
investigative  standpoint,  exceptions  to  the  hearsay  rule  include 
the  following:'" 

•  Valid  confession/tacit  admission 

•  Prior  statements 


•  Statement  against  interest 


•  Res  gestae  statement/excited  utterance 

•  Dying  declaration 

•  Official  records  rule 

•  Shop  book  rule 

•  Expert  testimony 

Valid  ConfMsion/Tncit  Admission 

A  valid  (onffassion  is  a  statement  by  the  suspect  acknowledging 
the'  facts  and  validity  of  those  facts  upon  which  a  criminal  convic- 
tion rests.  Perhaps  during  an  interview  with  the  suspect,  the  sus- 
pect tells  the  investigator:  "Yeah,  I  took  the  money.  I  got  sick  of 
my  boss  living  the  easy  life  off  of  all  the  hard  work  that  I  do  so  I 
forged  his  name  to  a  couple  of  checks  and  tried  to  take  off  for 
South  America."  A  tadt  admission  is  less  than  a  full  acknowledg- 
ment by  the  suspect  but  is  a  statement  of  facts  relative  to  his  or 
her  criminal  activity.  An  investigator  can  offer  into  evidence  a 
valid  confession  or  tacit  admission  only  if  it  was  legally  obtained 
during  the  course  of  an  investigation. 

Prior  Statomonts 

If  a  defendant  takes  the  stand  in  his  or  her  own  defense,  the  pros- 
ecution can  introduce,  during  cross-examination,  statements 
made  by  the  defendant  at  prior  trials  or  hearings.  This  is  done  to 
show  inconsistencies  with  the  defendant's  cunent  testimony,  or  to 
reflect  expressed  or  implied  charges  against  the  defendant  relat- 
ing to  the  current  trial. 

Statomont  Against  Intorost 

A  statomont  against  intorost  is  a  prior  acknowledgment  of  a 
material  fact  relevant  to  an  issue  now  being  litigated  but  this  prior 
acknowledgment  differs  from  what  is  now  being  claimed.  For 
example,  in  a  tax  evasion  prosecution,  evidence  in  the  fomi  of  a 
fiiumcial  statement  submitted  for  life  insurance  shows  a  defen- 
dant's net  worth  to  be  higher  than  she  now  claims.  This  prior 
statement  can  be  used  as  evidence  against  the  defendant. 


Res  Gestae  Statement  (Excited  Utterance) 
A  res  gestae  statement  is  a  spontaneous  comment  made  at  a 
time  of  great  emotional  strain  (i.e.,  at  the  time  of  arrest  or  at  the 
scene  of  an  ac(ri(lent).  Tlie  theory  to  allow  this  exception  to  the 
hearsa\  mle  is  that  it  is  ver>'  likely  that  a  statement  made  at  such 
a  time  is  a  truthful  response.  For  example,  during  a  raid  of  a 
hookmaking  establishment,  one  of  the  persons  in  the  establish- 
ment, upon  seeing  the  raiding  officers  enter  the  room  says:  "Burn 
the  betting  slips!"  Even  though  the  speaker  is  never  identified 
and  is  not  available  as  a  witness,  an  investigator  who  heard  the 
statement  may  be  pemiitted  to  testify  about  it  to  prove  that  betting 
slips  existed. 

Dying  Declarations 

Dving  declarations,  either  orally  or  in  writing,  are  presumed  to  be 
forthright  and  honest  statements.  Since  the  witness  is  unavailable, 
an  exception  to  the  hearsay  rule  is  made  and  the  |)erson  who 
heard  the  dying  declaration  can  testify  to  its  validity. 

Official  Records  Rule 

The  official  records  rule  allows  for  the  introduction  of  books, 
records,  reports,  and  comjjilations  ke|)t  as  a  regular  and  routine 
dutv  by  a  jiublic  official.  Custodians  of  those  records,  even  though 
lliev  did  not  make  the  record  per  se.  may  inlntduce  and  act  as 
witnesses  for  ibis  tvpe  of  official  record  at  trial. 

Shop  Book  Rule 

The  shop  book  nde  slates  that  books  of  original  euln  kejjt  in  the 
regular  course  of  business  can  be  introduced  in  court  by  the  |)er- 
son  who  has  custody  of  the  books  even  though  this  |)ersoii  may 
not  be  the  |)erson  who  made  the  original  entries  to  the  books.  In 
this  instance,  the  "custodian"  must  authenticate  the  records,  tes- 
tifv  that  he  or  she  is  the  custodian,  that  the  entries  are  original 
(iu»t  coi)ies).  and  finally,  that  the  entries  were  made  contempora- 
ueouslv  with  the  transactions  transcribed  therein.  For  cxamj)lc.  in 
attempting  to  |)rov('  a  sales  transaction  between  the  defendant  and 
(;oni|)anv  WiC  the  |)r()secutiou  would  call  as  a  witness  an 
cmi)loyee  of  (;omi)auy  AUC  who  would  bring  the  busiucss's  book- 
keci»ing  records  to  court.  This  emi)l(iyee.  who  is  not  the  jx'rsou 
who  made  the  original  entries  into  the  Ixtoks.  would  i)rove  the 
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sales  transaction  by  showing  how  the  funds  paiti  to  Company 
ABC  by  tlie  defendant  were  recorded  in  the  business  s  bookkeep- 
ing system. 

Expert  Testimony 

In  cases  where  the  subject  matter  is  too  difficuh  or  too  technical 
for  jurors  to  understand  without  assistance,  exjjert  testimony  is 
perinittetl. 

Chain  of  Custody  (Rule  901(a)) 

This  rule  requires  that  when  evidence  is  obtained  during  the 
course  of  an  investigation,  it  should  be  marked,  identified,  inven- 
toried, and  preserved  to  maintain  its  original  condition  and  to 
establish  a  clear  chain  of  custody  until  it  is  introduced  at  trial. 
This  nde  applies  to  documentar>-  evidence  and  any  other  objects 
acquired  by  the  investigator.  The  term  "acquired"  means  that  the 
evidence  was  obtained  as  a  result  of  a  subiHiena.  search  wanant. 
voluntaiT  submission,  or  discovery  during  the  coui-se  of  the  finan- 
cial investigation.  If  gaps  in  possession  or  custody  occur,  the  evi- 
dence itself  may  be  challenged  at  trial  on  the  theory  that  the 
document  or  object  introduced  may  not  be  the  original  or  is  not  in 
its  original  condition,  and  therefore  is  of  doubtful  authenticity. 

For  a  document  to  be  considered  admissible  as  evidence,  it 
is  necessary  to  prove  that  it  is  the  same  tlocument  that  was 
secured  by  the  investigator  and  that  it  is  in  the  same  condition  as 
it  was  when  it  was  secured.  An  investigator  who  obtains  original 
documents  should  immediately  identify  them  by  some  tyjjc  oi 
marking  so  that  he  or  she  can  later  testify  that  they  are  the  tlocu- 
meiits  that  were  obtained  and  that  they  are  in  the  same  condition 
as  they  were  when  first  obtained.  Markings  include  an  investiga- 
tor's initials  and  the  date  the  information  was  obtained,  and 
could  be  i)laced  in  the  margin,  in  the  corner,  or  in  some  other 
inconspicuous  place  on  the  front  or  back  of  each  document 
secured.  If  circumstances  dictate  that  such  markings  would  ren- 
der the  document  subject  to  attack  on  the  grounds  that  it  has 
been  defaced  or  that  the  document  is  not  in  the  same  condition 
as  when  it  was  obtained,  the  investigator  may  place  the  docu- 
nieiil  iiilo  an  envelope  and  write  a  description  or  any  other  iden- 


tifying  information  relating  to  the  document  on  the  face  of  the 
envelope. 


Best  Evidence  and  Requirement  of  Original 
(Rules  1001  and  1002) 

The  Best  Evidence  Rule  applies  only  to  documentary  evidence.  It 
states  that  the  best  proof  of  the  contents  of  a  document  is  the  doc- 
ument itself.  However,  if  an  original  has  been  destroyed  or  is  in 
the  hands  of  another  party  and  it  is  not  subject  to  legal  process  by 
search  warrant  or  subpoena,  an  authenticated  copy  of  that  original 
may  be  substituted  as  evidence. 

Facts  about  a  document,  other  than  its  contents,  are  provable 
without  its  production.  For  example,  the  fact  that  a  sales  contract 
was  made  is  a  fact  separate  from  the  actual  terms  of  the  contract 
and  may  be  proved  by  testimony  alone. 

Certain  documents  such  as  leases,  contracts,  or  even  letters, 
which  are  signed  in  more  than  one  copy  are  all  considered  origi- 
nals and  any  one  of  the  copies  may  be  produced  as  an  original. 
Production  consists  of  either  making  the  written  document  avail- 
able to  the  judge  and  counsel  for  the  adversary,  or  having  it  read 
aloud  in  open  court. 

All  evidence  falling  short  of  the  standard  for  best  evidence  is 
classified  as  secondary  evidence.  Secondary'  evidence  may  be 
either  the  testimony  of  witnesses  or  a  copy  of  the  writing.  Before 
secondai-y  evidence  can  be  admitted,  there  must  be  satisfactory' 
evidence  showing  the  present  or  former  existence  of  an  original 
document.  It  must  be  established  that  the  original  has  been 
destroyed,  lost,  stolen  or  otherwise  unavailable.  Further,  it  must 
be  establishetl  that  the  party  offering  the  document  into  evidence 
attempted  all  reasonable  means  to  obtain  the  original.  In  each 
case,  the  sufficiency  of  the  search  for  the  original  is  a  matter  to  be 
determined  by  the  court.  If  a  document  is  offered  as  secondaiy 
evidence,  it  must  be  shown  to  be  a  coirect  copy  of  the  original. 

For  federal  purposes,  secondary  evidence  may  be  either  a 
copy  of  the  document  or  testimony  of  witnesses  relating  to  the 
contents  of  the  document  itself  For  example,  the  testimony  of  an 
investigator  as  to  the  contents  of  a  sales  invoice  that  is  unavail- 
able would  be  secondary  evidence.  The  investigators  testimony  is 


admissible  even  though  the  person  who  prepared  the  invoice  is 
available  to  testify.  The  Best  Evidence  Rule  will  not  be  invoked  to 
exclude  oral  testimony  of  one  witness  merely  because  another 
witness  could  give  more  conclusive  testimony.  However,  in  other 
jurisdictions,  testimony  will  not  be  allowed  to  prove  the  contents 
of  a  document  if  there  exists  a  secondary  evidence  to  prove  its 
contents.  This  is  known  as  the  maiority  rul*. 

If  an  original  document  is  destroyed  by  the  party  attempting 
to  prove  its  contents  and  who  is  offering  it  for  evidence,  secondary 
evidence  will  be  admitted  if  the  destruction  was  in  the  ordinary 
course  of  business  or  by  mistake,  or  even  intentionally,  provided 
it  was  tiot  done  for  any  fraudulent  purpose. 


Summary 

The  rules  of  evidence  and  procedure  establish  the  legal  frame- 
work within  which  the  financial  investigator  works.  A  full  confes- 
sion of  guilt  by  the  suspect  becomes  worthless  if  it  was  illegally 
obtained  and  therefore  inadmissible  in  court.  The  investigative 
process  requires  the  gathering  of  information,  documents,  and 
testimony  from  witnesses,  victims,  and  subjects  involved  in  crimi- 
nal activities.  Though  the  legal  statutes  institute  the  benchmarks 
of  right  and  wrong,  and  the  elements  and  degrees  of  proof  neces- 
sarv  for  criminal  conviction,  it  is  the  rules  of  evidence  and  crimi- 
nal procedure  that  control  both  the  investigative  process  and  the 
resultant  jutlicial  proceeding. 
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Questions  and  Exercises 

Answer  the  following  questions  then  check  your  responses  with 
those  provided  at  the  back  of  the  book. 

1.  a.  How  many  jurors  usually  "sit"  on  a  federal  grand  jur>  ? 
1).  How  many  jurors  does  it  take  to  return  an  indictment? 


2.  Differentiate  between  transactional  immunity  and  use  immu- 
nity. 


3.  What  is  evidence? 


4.  W  hat  is  the  relationship  between  e\  idence  and  pr(H»r^ 


r>.  Differentiate  between  the  following  standards  of  proof: 
"beyond  a  reasonable  doubt""  and  "prepon(l«'rance  of  evidence."" 


6.  Vou  ar«'  investigating  a  mail  fraud  scheme.  One  of  the  ele- 
ments of  the  crime  is  the  use  of  mails  to  further  the  scheme. 
Provide  an  example  of  direct  and  circumstantial  evidence  that 
you  could  collect  to  prove  this  eletneni  of  lh«'  crime. 


7.  What  is  judicial  notice?  Provide  an  example. 


8.  When  an  investigator  gathers  evidence,  why  is  it  important 
that  he  or  she  keep  the  terms  "relevancy"  and  "competency"  in 
mind? 


9.  Todd  White  is  on  trial  in  Federal  court  for  drug  trafficking  and 
money  laundering  offenses.  Read  the  following  descriptions  of 
proposed  testimony  and,  based  on  the  privileged  communications 
rule,  answer  the  following  questions  for  each  description:  1)  Is  the 
testimony  admissible  in  court?  and  2)  Why  or  why  not? 

a.  Todd  Whites  wife.  Kay.  says  that  before  they  were  married. 
Todd  told  her  that  he  made  a  lot  of  money  selling  drugs. 

1) 


2) 


b.  W  hile  ihcy  were  married.  Kay  Vt  hite  saw  Todd  measuring 
white  |K»w(ler  on  a  set  of  scales.  She  saw  him  |uit  the  white  pow- 
der into  bags. 


I) 


c.  While  they  were  married,  Todd  told  Kay  that  the  powder  in  the 
bags  was  cocaine.  Kay  was  not  involved  in  the  distribution  of 
drugs. 


1) 


2) 


d.  Todd's  L.on,  joey,  says  his  father  asked  him  to  sell  some 
cocaine  at  school. 


1) 


2) 


c.  Leon  Norton,  Todd's  accountant  says  that  Todd  told  him  that 
he  liad  S25,000  in  income  from  his  auto  repair  business  and 
S250,000  in  income  from  an  inheritance. 


I) 


2) 


bb 


f.  Kent  Parks,  Todds  attorney,  says  that  he  handled  a  real  estate 
closing  for  a  house  Todd  bought.  Todd  paid  $250,000  for  the 
house. 


1) 


2) 


10.  Whv  is  hearsay  evidence  inadmissible? 


11.  Vt  hat  is  the  shop  book  rule? 


12.  What  do  the  terms  "best  evidence"  and  "secondary  evi- 
dence" mean  to  an  investigator? 
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Sources  of  Informotioii 
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haptf  3  foc  used  on  roiu  epts  related  to  the 
collection  and  admissibility  of  evidence.  This 
I  chapter  addresses  where  to  look  for  informa- 
tion that  may  ultimately  he  used  as  evidence  against,  or.  on  the 
other  hand,  in  support  of  a  suspect.  As  a  financial  investigation 
hegins.  questions  concerning  a  suspect's  linances  arc  plentiful. 
Docs  the  suspect  own  the  home  in  which  she  lives  or  does  she 
rent?  If  she  owns  the  home,  how  much  did  she  pay  for  it  and  how 
did  she  pay  for  it?  If  she  rents,  how  much,  does  she  pay,  and  is  she 
the  one  who  pays  or  does  some  second  party  [)ay  the  rent?  Docs 
she  have  a  criminal  record?  Does  she  own  the  car  she  drives? 
How  did  she  pay  for  the  trip  to  China  she  took  last  year?  It  all 
seems  pretty  simple — just  ask  licr!  Well,  sometimes,  if  you  have 
a  cooperative  suspect,  it  is  that  simple.  But  how  cooperative 
would  you  he  if  you  had  the  authorities  investigating  your 
actions —  especially  if  you  had  something  t(t  hide? 

This  chapter  hegins  with  a  discussion  on  selecting  suspects  to 
target  for  an  investigation.  The  decision  to  target  a  suspect  is  not 
liiadc  lightly  as  hoth  the  suspect  and  the  investigative  team  can  he 
affected  hy  a  poor  decision.  The  remainder  of  the  chapter  and  a 
corresponding  appendix  (Appendix  A)  identify  some  of  the  many 
sources  of  information  of  interest  to  an  investigator.  For  the  inves- 
tigator, the  important  thing  to  keep  in  mind  is  that  most  financial 
transactions,  whethci  lawful  or  unlawful,  are  recorded  and  can  he 
recreated  if  the  investigator  can  piece  togt'ther  the  correct  "paper 
trail".  The  sources  liste<l  in  this  chapter  and  Appendix  A  provide  a 
foundation  for  the  initiation  of  that  paper  trail. 


After  studying  Chapter  4,  you  should  be  able  to: 

•  Discuss  what  factors  influence  the  selection  of  a  suspect  to 
target  in  an  investigation. 

•  Identify  appropriate  sources  to  obtain  specific  information. 

•  Analyze  financial  records  for  leads. 

No  matter  how  many  computers,  police  cars,  or  Swat  teams 
law  enforcement  may  possess,  not  one  criminal  will  be  put  behind 
bars  unless  the  most  precious  of  all  commodities  is  available — 
information.  Discovering,  understanding,  analyzing,  and  using 
information  is  one  of  the  keys  to  successful  law  enforcement. 
When  an  investigator  initiates  an  investigation,  his  or  her  knowl- 
edge of  information  sources  is  invaluable.  This  chapter  and 
Appendix  A  provide  you  with  many  sources  of  information  of 
interest  to  the  financial  investigator.  These  are  selected  sources 
and  by  no  means  should  the  listings  provided  be  considered 
exhaustive.  Remember,  information  is  everywhere.  The  key  is  to 
focus  on  infonnation  that  will  resolve  the  allegat>on. 


Initial  Considerations 

Before  listing  and  describing  various  sources  of  information,  we 
will  explore  some  of  the  things  that  are  considered  when  an  inves- 
tigation is  initiated.  What  should  be  considered  before  targeting  a 
suspect  for  investigation?  How  should  an  investigator  deal  with  a 
suspect  as  a  source  of  information?  What  happens  when  a  suspect 
refuses  to  cooperate?  Each  of  these  issues  will  be  addressed 
below. 

Selecting  Who  to  Target  for  Investigation 

The  role  of  a  financial  investigator  is  to  gather  evidence  to  sup- 
port, or  ill  the  altei  lative,  dispel  allegations  of  financial  criminal 
activity.  Where  t(s  look  and  what  to  look  for  are  two  integral  ques- 
tions facing  every  investigator.  In  theon'.  neither  question  is  diffi- 
cult to  answer —  merely  look  everywhere  for  everything.  But  a 


problem  surfaces  when  reality  is  thrown  into  the  equation. 
Investigators  cannot  spend  their  whole  careers,  working  on  only 
one  investigation.  Resources  (personnel,  equipment,  time,  and 
money)  are  scarce —  but  law  enforcement's  challenges  are  limit- 
less. Available  resources  must  be  used  wisely.  Those  who  deter- 
mine which  investigations  to  pursue  must  deal  with  questions 
like:  "Are  we  willing  to  commit  100  percent  of  our  investigative 
resources  for  an  extended  period  of  time  to  investigate  a  high- 
level  suspect  when  the  probability  of  a  conviction  is  only  40  per- 
cent? Would  we  be  better  ser\'ed  by  dividing  our  work  force  and 
investigating  three  mid-level  suspects  with  a  probability  of  65 
percent  success?  How  about  initiating  10  financial  investigations 
of  low-level  suspects  with  a  success  probability  of  95  percent?" 

The  use  of  resources  is  only  one  factor  to  consider  in  deter- 
mining which  investigations  lo  pursue.  Suspects  targeted  for 
investigation  also  must  be  selected  wisely.  Determining  which 
suspects  to  target  is  not  a  simple  matter.  Targeting  priorities  are 
determined  through  the  interaction  of  judicial  interpretation  of 
law  and  jun,-  appeal.  The  decision  to  target  an  individual  for  crim- 
inal investigation  is  a  momentous  decision.  Whether  it  is  called 
opening  a  file,  numbering  a  case,  initiating  an  investigation,  or 
information  gathering,  it  is  going  to  change  a  persons  life.  When 
an  investigator  knocks  on  the  door  of  a  neighbor  or  shows  his  or 
her  badge  to  a  banker  to  ask  questions  about  the  now  designated 
suspect,  a  chain  of  events  is  put  into  motion  that  cannot  be 
stopped.  Arguably,  the  worst  non{)hysical  event  that  can  occur  lo 
an  individual  is  to  have  the  authorities  accuse  him  or  her  of  crim- 
inal activity.  Possibly  even  worse  is  to  have  the  accusation  circu- 
lated among  business  associates,  friends,  and  family. 

When  confronted  with  allegations  or  investigative  findings, 
suspects,  in  addition  to  telling  the  truth  or  lying,  have  suffered 
heart  attacks,  emotional  breakdowns,  and  committed  suicide,  hi 
1985.  the  United  States  Attorneys  Office,  the  arm  of  the  Federal 
t/overnment  that  handles  criminal  [)rosecutions.  declined  to  pros- 
ecute 27  percent  of  the  suspects  under  investigation.  In  other 
words,  in  1985  over  one-fourth  of  the  suspects  investigated  and 
snl)se(|uently  recommended  for  criminal  prosecution  at  the 
Federal  level  were  in  fact  not  prosecuted.  Heputations.  estab- 


lished  professions,  future  business  and  financial  prospects,  and 
social  and  family  relationships  turn  on  the  decision  to  start  an 
investigation.  The  moral  of  the  storv'  is  that  by  whatever  means 
possible,  choose  suspects  carefully. 

The  Suspect  as  a  Source  off  Infformation 

Once  a  suspect  is  targeted,  the  investigator  must  work  the  investi- 
gation effectively.  He  or  she  must  identify  the  essence  of  the  alle- 
gations and  facts  surrounding  the  crime,  and  address  them  early 
on  in  the  investigative  process.  For  example,  a  bank  embezzle- 
ment scheme  would  quickly  take  the  investigator  to  the  institu- 
tion's books  and  records.  In  an  alleged  tax  evasion  matter,  the 
person  who  prepared  the  questionable  return  would  be  inter- 
viewed at  the  onset  of  the  investigation. 

Most  often,  the  best  source  of  information  in  an  investigation 
is  the  suspect.  The  suspect  has  the  answers  to  ever>'  allegation 
and  the  documents  to  support  or  corroborate  those  answers.  By 
asking  the  suspect,  the  investigator  may  gain  access  to  documents 
that  sunmiarize  the  suspects  personal  income  and  expenditures. 
These  documents  could  represent  everything  the  investigator 
needs  to  complete  the  investigation.  However,  the  response  to  that 
same  question  may  var\-  depending  on  how  the  investigator  asks 
it.  There  is  a  significant  difference  between  asking  (Would  it  be 
possible  for  me  to  take  a  look  at  your  finance-related  documents?) 
and  commanding  (I  need  to  see  those  documents!  Now!). 

Law  enforcement  sometimes  loses  its  objectivity  when  gather- 
ing information  during  the  course  of  an  investigation.  It  can  gel 
demanding  and  "badge  heavy."  assuming  the  answer  before  a 
(juestion  is  asked.  Particularly  significant  investigations  or  sensa- 
tional crimes  create  intense  media  attention  and  public  pressure. 
Sometimes,  the  investigator  is  tempted  to  go  beyond  the  role  ol 
fact  linder  and  becomes  judge.  jur>'.  and  executioner.  The  key  is 
to  be  professional.  An  investigator  must  conduct  eveiy  investiga- 
tion in  a  fair  and  impartial  manner  using,  as  opposed  to  abusing, 
the  tools  of  authority.  (Cooperation  from  witnesses  and  the  suspect 
can  be  obtained  much  easier  and  more  (|ui(  kly  with  a  fair  and 
professional  approach. 

A  suspect  who  says.  "(k«t  out  of  here!  I'm  not  giving  you  any- 


thing.  Talk  to  my  attorney!"  suggestvS  another  factor  to  consider 
when  asking  the  suspect  for  investigative  information.  The  United 
States  Constitution,  which  establishes  the  ground  rules  for  all  lev- 
els of  law  enforcement,  guarantees  certain  rights  to  the  criminal, 
whether  accused  or  convicted.  The  right  to  be  secure  in  one's 
home,  the  right  against  self-incrimination,  and  the  right  to  coun- 
sel are  three  important  constitutional  guarantees  that  directly 
impact  financial  investigations  and  the  request  for  information 
from  the  accused. 

What  happens  if  the  suspect  in  a  financial  investigation  is 
unknown  or.  if  known,  refuses  to  talk  or  provide  records?  Is  the 
investigation  over,  the  matter  dropped  for  lack  of  information?  No, 
the  search  for  information  turns  to  other  sources.  Unlike  investi- 
gations into  crimes  of  passion  where  the  only  people  directly 
involved  in  the  crime  are  the  criminal  and  the  victim,  financial 
crimes  create  "eye  witnesses  to  the  crime"  every  time  a  financial 
transaction  occurs.  Knowing  where  to  find  these  witnesses,  and 
what  information  they  possess,  is  a  key  step  toward  a  successful 
financial  investigation. 

When  conducting  a  financial  investigation,  there  are  three 
things  an  investigator  should  keep  in  mind.  They  are: 

•  Anyone  may  be  a  source  of  financial  information.  It  s  pos- 
sible that  a  suspect's  relatives,  friends,  ac(juaintances.  and  busi- 
ness associates  possess  relevant  documents.  For  example, 
ex-spouses  may  have  kept  records  of  bank  accounts  or  financial 
statements,  friends  are  often  given  financial  documents  for  safe 
keeping,  and  business  associates  frequently  compile  their  own 
files  regarding  the  "suspect's"  illegal  activities. 

•  Go  to  tlie  source.  In  Chapter  the  "shop  book  rule"  was 
described.  This  rule  of  evidence  identifies  the  "custodian"  of 
business  records,  that  is.  the  individual  who  can  introduce  the 
records  in  court.  A  payroll  clerk  who  works  with  and  has  knowl- 
edge of  tb(^  information  rcfjuesled  from  a  business  may  not  be 
considered  the  legal  custodian  of  those  records.  The  legal  custo- 
dian may  be  the  company's  comptroller  or  somv  other  financial 
officer.  Only  the  |)roper  custodian  can  legally  provide  the  informa- 
tion to  the  investigator. 


•  Have  authority.  Due  to  variations  in  statutory  authority 
relating  to  law  enforcements  ability  to  acquire  information,  an 
investigator  should  know,  and  follow,  the  legal  requirements  for 
obtaining,  and  if  needed,  compelling,  the  production  of  financial 
records  from  a  custodian. 

The  kev  to  any  investigation  is  to  know  where  to  look  or  whom 
to  ask  to  obtain  knowledge  about,  or  information  on.  anything. 
Sources  of  financial  information  can  be  obtained  from: 

•  Public  records 

•  Business  records 

•  Government  records 

•  Financial  institution  records 

•  Informants 

The  remainder  of  this  chapter  deals  with  information  from 
public,  business,  and  government  records.  Financial  institution 
records  are  discussed  in  the  next  chapter.  Using  an  infonnant  as  a 
source  of  financial  information  is  discussed  in  Chapter  10. 


Public  Records 

Laws  and  regulations  require  that  records  of  certain  financial 
transactions  be  disclosed  and  subject  to  review  by  anyone  who 
wishes  to  inquire.  These  records  are  known  as  publU  records  and 
they  contain  a  tremendous  amount  of  valuable  financial  informa- 
tion. The  records  not  only  provide  answers  to  questions  such  as 
"What  property  does  the  suspect  own?.  Where  is  it  located?  and 
What  did  the  suspect  pay  for  it?."  they  can  also  be  used  to  estab- 
lish leads  and  corroborate  ordisjaite  the  suspei'ts  testimony. 

Because  of  the  wealth  of  information  available  from  State, 
county,  and  nmiiicipal  records,  researching  public  records  should 
be  one  of  the  first  steps  you  take  in  an  investigation.  The  secret, 
of  course,  is  knowing  where  to  look.  The  following  pages  list  and 
describe  various  sources  of  [»ublie  records. 


Real  Estate  Records 

Real  estate  records  are  normally  maintained  in  the  county  where 
the  real  estate  itself  is  located.  Land  ownership  records  such  as 
deeds  of  ownership  and  title  certificates  are  kept  in  the  Register 
of  Deeds  or  Land  County  Office.  These  records  identify  the  cur- 
rent and  previous  owners  of  the  real  estate  in  question. 
Additionally,  property  tax  records  showing  who  pays  the  real 
estate  taxes  on  a  particular  piece  property  are  on  file  with  the  Tax 
Assessors  Office  in  the  county  where  the  land  is  located. 

Corporate  Records 

All  corporations  must  file  documents  in  the  state  in  which  the 
incoiporation  occurred.  If  the  incorporation  occurred  in  one  state 
and  the  corjioration  conducts  business  in  another,  it  normally  will 
have  to  file  documents  as  a  "foreign  corporation''  in  the  state  in 
which  business  is  conducted.  Information  concerning  corpora- 
tions varies  somewhat  by  jurisdiction,  but  usually  the  articles  of 
incorporation,  annual  reports  on  franchise  taxes,  and  in  some 
cases,  bylaws,  are  available.  This  information  can  be  valuable  in 
tracing  corporate  ownership.  Corporation  documents  will  reflect 
names  of  the  incorporators,  the  registered  agent  in  the  state  (nor- 
mally the  attorney  who  prepared  the  documents),  and  the  initial 
board  of  directors  and  officer  .  In  a  limited  number  of  cases, 
financial  statements  are  filed.  II  a  company  is  publicly  held,  its 
financial  statements  and  records  of  significant  events  must  be 
filed  with  the  Securities  and  Exchange  Commission. 

Partnerships 

A  partnership  is  the  association  of  two  or  more  persons  to  cany  on 
as  co-owners  of  a  business  for  profit.''  Partnership  records  may  or 
may  not  be  a  matter  of  n'cord  in  the  state  where  the  partnership 
was  formed. 

in  the  case  of  a  general  partnership,  one  in  wliich  the  part- 
lUTs  share  in  all  profits  and  losses,  there  is  normally  no  require- 
ment (o  file  agreements  with  li(-(>nsing  authorities.  Limited 
partnershipSf  where  a  partn(>r's  liability  is  limited  to  his  or  her 
investnu'nt.  are  normally  filed  in  the  state  in  which  the  limited 
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partnership  is  forined.  This  "Certificale  of  Limiled  Partnership." 
will  usually  lisl  ihe  general  partners,  limited  partners,  capital 
contributions  of  the  partners,  agreements  regarding  the  divisions 
of  profit  and  loss,  and  the  powers  and  duties  of  the  various  part- 
ners. 

Trusts 

A  trust  is  a  legal  entity  in  which  a  certain  person  or  entity,  known 
as  the  trustee,  holds  and  administers  property  on  behalf  of  others 
(the  beneficiaries).  Trusts  commonly  are  used  as  vehicles  for  land 
transactions  and  other  assets.  Registration  of  a  tmst  is  required 
bv  some  states;  however,  the  beneficiaries  of  the  trust  are  not 
always  named. 

Assumed  Name  Indexes 

When  a  person  or  business  conducts  business  in  a  name  other 
than  their  own  (via  a  name,  commercial  name.  etc.).  they  must 
register  their  "assumed  or  hclitious  name."  An  .Assumed  Name 
Certificate  is  filed  in  the  county,  city,  or  state  where  the  business 
was  organized.  Although  primarily  used  for  legitimate  purpost-s. 
the  Assumed  Name  Certificate  can  be  used  to  hide  principals  and 
the  true  nature  of  the  business. 

Better  Business  Bureau 

The  local  Better  Business  Bureau  maintains  infornuition  concern- 
ing a  business  for  one  of  the  following  reasons: 

•  The  Bureau  leceived  a  prior  recjuest  for  information 

•  The  business  has  voluiileercd  information 

•  A  complaint  has  been  lodged  against  the  business 

Chamber  of  Commerce 

The  role  of  a  Chamber  of  Commerce  is  lo  proiiiole  the  local  area, 
h  mainlaius  information  on  commercial  and  industrial  e.slablish- 
iiieiits  within  its  vicinity  as  well  as  information  on  trade  and 
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travel.  Many  Chambers  of  Commerce  publish  extensive  lists  of 
business  firms  within  the  area  and  this  list  often  inc  ludes  the 
names  of  officers  of  the  companies. 

Uniform  Commercial  Code  Filings  (UCC) 

Filings  under  the  UCC  are  made  at  the  state  and  county  level  and 
contain  infonnation  regarding  chattel  (non-real  estate)  mortgages. 
The  UCC  filings  normally  record  loans  made  to  individuals  or 
busin(»sses  for  the  purchase  of  equi{)ment.  furniture,  automobiles, 
and  other  types  of  personal  property. 

Court  Records 

Transcripts  and  legal  decisions  in  criminal  and  civil  law  suits  are 
maintained  at  the  Clerk  of  Court  office.  There  are  separate  offices 
for  the  Federal,  State,  and  local  court  systems.  Information  relat- 
ing to  ilivorce  decrees,  bankruptcy  petitions,  judgments,  insur- 
ance, and  property  settlements  are  types  of  public  records  filled 
with  financial  information. 

Other  Public  Records 

The  following  financial  information  is  maintained  as  a  matter  of 
public  record  by  State,  county,  and  municipal  govermueut  offices. 
|-lowever.  since  no  nationwide  uniformity  exists  for  retrieval,  no 
specific  source  is  cited. 


Mortgages  and  releases 
(Change  of  name 
Hunting  and  fishing  licenses 
Fictitious  names  index 
I  Vof  essional  regist  rat  ions 
Personal  pro|»erty  tax  returns 
inheritance  and  gift  tax  relurns 
betters  of  administration 


Conditional  sales  contracts 
Drivers"  licenses 
Building  and  other  permits 
School  and  voter  registration 
State  income  lax  returns 
Keal  estate  tax  payment 
Wills 

Inventories  of  estates 


Welfare  agency  records 
Public  utility  records 
Workmen's  compensation  file 

Occupancy  and  business 
privilege  licenses 

Parole  officers"  and  probation 
departments'  file 

Registration  of  noncorporate 
business  entities 

Minutes  of  board  and  agency 
proceedings 

Judgments,  garnishments, 
chattel  mortgages,  and  other 
liens 


Civil  Sen'ice  applications 

Health  department  records 

Births,  deaths,  marriages,  and 
divorces 

Auto  licenses,  transfers,  and 
sales  of  vehicles 

Court  records  of  civil  and 
criminal  cases 

Registration  of  corporate 
entities  and  annual  reports 

Bids,  purchase  orders, 
contracts,  and 
warrants  for  payment 

State  Unemployment 
Compensation  records 


Business  Records 

Business  records  are  another  source  of  financial  infoniiation.  Every 
business,  large  or  small,  legal  or  illegal,  generates  and  maintains 
records.  The  array  of  records  available  to  the  investigator  is  as  var- 
ied as  the  number  of  businesses  in  existence.  Because  of  this,  only 
two  examples  are  presented  in  this  chapter.  Appendix  A  contains  a 
number  of  other  sources  of  business  records. 


Records  from  the  Purchose  of  Real  Estate 

Let's  say  you  are  investigating  Andrew  Sinclair  and  you  want  to 
find  out  about  the  house  in  which  he  lives.  Does  he  rent  or  own? 
If  he  rents,  who  owns  the  house?  Your  investigative  research 
starts  with  the  public  real  estate  records  found  at  the  Register  of 
Deeds  or  I, and  County  Office  in  the  county  where  the  house  is 
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located.  The  records  reveal  that  Mr.  Sinclair  owns  the  house  and 
has  an  outstanding  mortgage  held  by  a  lending  company.  The 
"warranty  deed"  indicates  that  the  subject  purchased  the  property 
for  SI 20,000.  The  "Deed  of  Trust"  (the  mortgage  document  filed 
with  the  county  recorders  office)  reveals  that  an  outstanding  mort- 
gage of  $110,000  was  obtained  from  ABC  Mortgage  Company. 

You  figure  that  Mr.  Sinclair  put  the  $110,000  mortgage  loan 
toward  the  house  and  paid  off  the  rest  with  a  $10,000  downpay- 
ment.  You  contact  ABC  Mortgage  Company  and  they  confirm  that 
the  suspect  has  a  $110,000  mortgage,  but  their  information  does 
not  tell  you  exactly  what  Mr.  Sinclair  did  with  the  $110,000. 
Mortgage  loans  are  to  be  applied  toward  the  house  for  which  they 
are  granted,  but  since  you  are  investigating  the  guy  because  of 
some  alleged  shady  business  dealings,  you  decide  to  look  further. 
You  look  to  the  business  records  surrounding  the  purchase  of  the 
house.  Your  investigation  leads  you  to  Mr.  John  Phillips,  the  real 
estate  lawyer  who  handled  the  transaction. 

Most  real  estate  transactions  are  handled  by  a  disinterested 
third  party  acting  for  both  the  seller  and  buyer.  This  third  party  is 
usually  an  escrow  company  or  a  real  estate  attorney.  The  mort- 
gage company  submits  a  cashiers  check  in  the  amount  of  the  loan 
to  the  third  party  who  ensures  that  all  funds  received  are  properly 
accounted  for  and  that  all  disbursements  are  properly  made  in 
accordance  with  the  sales  contract. 

A  real  estate  sale  may  involve  more  than  just  a  straight  sale  of 
the  property.  There  are  often  additional  fees  to  be  paid:  sales 
commissions  to  a  real  estate  company,  fees  for  appraisals,  payoffs 
of  existing  mortgages,  real  estate  taxes  due.  and  the  third  party's 
service  fee.  Incoming  monies  received  for  the  purchase  may 
include  the  buyer's  earnest  money  (money  given  by  the  buyer  to 
the  seller  to  bind  the  purchase  agreement),  downpayments.  and 
the  amount  recei\ed  from  the  mortgage  company.  After  costs  are 
allocated  to  the  seller  and  buyer  according  to  the  sales  contract, 
the  third  party  collects  and  disburses  any  amounts  due  to  the 
seller  and  buyer  at  the  closing.  Records  of  these  financial  transac- 
tions are  business  records  and  arc  retrievable  by  the  investigator. 

AH(]  Mortgage  Company  had  made  out  the  cashiers  check  for 
the  mortgage  loan  to  John  Phillips.  Ks(|uire.  (Contact  with  Mr. 


Phillips  results  in  the  acquisition  of  the  document  found  on  the 
next  page.  This  document  is  the  closing  statement  for  the  pur- 
chase of  the  house. 


Closing  Stotefflent 


Due  Seller 

Buyer  Oedit 

Sales  price 

S12{).()()1) 

$(120,000) 

Karnest  money  down 

.W.OOO 

Apprai-<al 

(8(K)) 

Keal  eslale  cominissions 

(4,2(K)) 

Kscrow  fees 

(300) 

(300) 

Additional  downpayniciil 

60.000 

Real  estate  taxes  due 

(5.(HH)) 

j\ew  mortgage 

SlIO.OtM) 

Balance  due  to  OR  (from) 

S  109.700 

899.700 

Analysis  of  the  closing  statement  reveals  the  following: 

•  The  seller  is  to  collect  $120,000  for  the  house  from  the 
buyer.  Of  the  S120.000,  $10,300  is  to  be  used  to  pay  various  fees 
($800  to  pay  for  the  appraisal.  $4,200  for  real  estate  commis- 
sions. $;i00  for  escrow  fees,  and  $5,000  to  pay  outstanding  real 
estate  taxes). 

•  When  all  is  said  and  done,  the  seller  will  leave  the  settle- 
ment with  $109,700  ($120,000  minus  $10,300). 

•  The  buyer,  Mr.  Sinclair,  must  provide  $120,300  at  closing. 
$120,000  to  pay  for  ihe  house  and  $300  for  his  share  of  the 
escrow. 

•  Mr.  Sinclair  ends  up  having  $220,000  at  closing.  He  pro- 
vided $50.0(K)  in  earnest  money.  $60,000  in  an  additional  down- 
payment,  and  $1 10.000  from  the  mortgage  company. 

•  The  earnest  money  ($.S().0()0)  and  additional  downpaymenl 
($()0.000)  are  applied  to  I  be  purchase  price  of  I  he  house 
(8120.000).  This  means  that  the  buyer  owes  only  $10,000 
($I20.()(H)  minus  $1 10.000)  toward  ibc  house. 


•  $10,000  of  the  loan  supplied  by  ABC  Mortgage  (SI  10,000) 
will  be  used  to  cover  the  remaining  $10,000  due  to  the  seller. 
$300  will  be  used  to  pay  the  buyer's  share  of  the  escrow.  $99,700 
[$100,000  minus  ($10,000  +  $300)]  remains.  This  money  is  pro- 
vided back  to  Mr.  Sinclair  who  initially  brought  the  $220,000  to 
the  closing.  He  can  use  the  money  to  eventually  pay  off  the  mort- 
gage, invest  in  other  properties,  etc. 

Through  this  analysis,  you  realize  that  what  you  had  originally 
thought  (that  the  $110,000  mortgage  was  applied  to  the  purchase 
price  with  the  remaining  $10,000  covered  by  a  downpayment)  is 
far  from  true.  What  you  discover  instead,  is  that  Mr.  Sinclair 
applied  for  and  received  a  $110,000  mortgage  loan  when  he 
really  needed  only  $10,000.  This  discoven,-  leads  to  other  ques- 
tions: Where  did  Andrew  Sinclair  get  $50,000  earnest  money  and 
$60,000  for  a  downpayment?  Did  he  falsify  his  application  for  the 
mortgage  loan? 

Your  investigation  into  Andrew  Sinclair's  real  estate  deal  may 
lead  you  to  other  business  records  pertaining  to  a  real  estate 
transaction.  These  records  include: 

•  A  sales  contract 

•  Special  instructions 

•  Photocopies  of  instruments  used  to  make  earnest  money 
payments  and  downpaymenis 

•  Appraisals 

•  Receipts  for  currency  received 

•  Existing  mortgage  loan  payoff  calculations  (most  often  a 
statement  from  the  existing  mortgage  company) 

•  A  copy  of  new  loan  agreements,  promissory  notes,  and 
related  documents 

•  A  copy  of  the  instrument  received  from  tlic  new  moilgage 
company  who  disbursed  the  new  loan 

•  Co[)ics  of  instruments  received  from  buyer/seller  at  closing 
for  amounts  due 


•  Copies  of  all  checks  disbursed  by  the  escrow  company/real 
estate  attorney  at  closing 

•  CoiTespondence  with  buyer  and  seller 

•  Brokers  Worksheet,  Buyers  Closing  Statement,  and  Sellers 
Closing  Statement 

Records  from  the  Purchase  of  a  Vehicle 

Similar  to  real  estate  information,  both  public  and  business 
records  exist  regarding  motor  vehicle  transactions.  State  and/or 
countv  governments  maintain  comprehensive  files  listing  vehicle 
ownership.  The  vehicles  identification  number  (VIN)  can  be 
cross-referenced  to  find  the  registered  owner  or  vice  versa. 
Finance  companies  or  financial  institutions  that  have  an  interest 
in  the  vehicle  (lien  holder)  are  recorded  as  a  matter  of  public 
record. 

The  financial  investigation  into  vehicle  ownership  should  not 
slop  after  searching  public  records  or  lien  holder  information. 
Business  records  kept  by  automobile  dealerships  often  provide 
detailed  financial  information  and  usually  include: 

•  Various  sales  contracts/offers  prepared  by  the  salesman 
during  negotiations 

•  The  final  sales  contract  or  purchase  agreement 

•  Loan  (iocuineiils  if  the  customer  obtained  (inancing  through 
the  dealership's  credit  sources 

•  Carbons  of  receipts  given  to  the  customer  for  amounts 
received,  iisuallv  denoting  cash  or  check  and  the  check 
number 

•  Photocopies  of  the  checks  or  other  inslrumerils  received  in 
pavinenl  by  the  customer 

•  Appraisal  of  trade-ins  prepared  by  the  dealership  senice 
(leparliiieiil 

•  Special  instructions  for  registration  of  llie  vehicle 


82 


All  requests  for  documents  from  an  auto  dealership  should 
include  the  sen'ice  department  records.  With  the  advent  of  com- 
puterized systems,  the  service  department  can  usually  provide  a 
listing  of  all  subsequent  repairs  and  maintenance  service,  per- 
formed on  the  vehicle  at  any  authorized  dealership.  This  can  also 
be  helpful  in  locating  a  subject  who  may  have  moved  out  of  State. 


Government  Records 

Information  relating  to  financial  transactions  is  maintained  by 
numerous  Federal,  State,  and  local  government  agencies.  From 
"information-gathering"  activities  like  the  FBI's  National  Crime 
Information  Center  (NCIC)  to  tax  returns  (IRS),  records  of  finan- 
cial transactions  are  compiled,  stored,  and  retrievable  from  these 
sources  of  information.  Several  Federal  intelligence  networks  are 
described  below.  Appendix  A  identifies  other  government  sources 
and  the  information  that  they  can  provide. 


National  Crime  Information  Center  (NCIC) 

The  National  Crime  Information  Center  is  a  re^positorj'  of  data 
relating  to  crime  and  criminals  gathered  by  local,  state,  and 
Federal  law  enforcement  agencies.  The  NCIC's  computer  equip- 
ment is  located  at  FBI  Headcjuarters  in  Washington.  D.C.  The 
present  equipment  is  cap  ;ble  of  acconmiodating  nearly  2  million 
records  on  criminal  activities.  In  a  matter  of  seconds,  stored  infor- 
mation can  be  retrieved  through  equipment  in  the  telecommuni- 
cations network.  Connecting  terminals  are  located  throughout  the 
countr\  in  police  depailments.  sheriff s  offices.  State  Police  facili- 
ties, and  Federal  law  enforcement  agencies.  Dispatchers  can 
respond  (juickly  to  recjuests.  NCIC  also  furnishes  computerized 
data  ill  a  matter  of  seconds  to  all  agencies  participating  in  the 
centralized  Stale  systems.  The  goal  of  N(]IC  is  to  serve  as  a 
national  index  to  fifty  statewide  comput(>r  systems  and  heavily 
populated  metropolitan  area  systems. 
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National  Law  Enforcement  Telecommunications 
System  (NLETS) 

NLETS  is  a  computerized  conimuiiication  network  linking  State 
ami  local  enforcement  agencies  in  all  50  States.  It  can  provide 
information  such  as  criminal  historv'.  drivers  licenses,  and  vehi- 
cle registration. 


El  Paso  Intelligence  Center  (EPIC) 

KPIC  is  a  multi-agency  operation  that  collects,  processes,  and 
disseminates  information  on  narcotics  traffickers,  gun  smugglers, 
and  alien  smugglers  in  support  of  ongoing  field  investigations. 

If  a  suspect  is  or  has  been  engaged  in  any  of  the  previously 
menti(med  activities,  it  is  possible  that  KPIC  will  have  intelli- 
gence information  on  him  or  her.  This  information  might  include 
the  name  of  the  individual:  and  his  or  her  known  activities,  signil- 
icant  events,  associations  among  individuals  or  activities,  aircraft 
or  vessels  used  hy  the  subject,  observations  of  both  foreign  and 
domestic  movements  of  the  suspect,  and  his  or  her  associates  and 
their  aircraft  or  vessels.  KPIC  also  provides  the  name,  agency, 
and  telephone  number  of  each  investigator  having  expressed  an 
interest  in  or  having  data  regarding  a  subject.  KPIC  records  often 
contain  substantial  financial  information  relative  to  the  subject. 


International  Criminal  Police  Organization  (Interpol) 

Interpol  is  an  international  police  agency  with  bureaus  set  up  in 
member  countries.  In  the  United  States,  the  National  Central 
Bureau  is  under  the  direction  and  control  of  the  Departments  of 
Justice  and  Treasun. 

The  r.S.  National  Central  Bureau  can  assist  in  such  things  as 
criminal  history  I'hecks.  license  plate  and  drivers  liicnse  checks, 
and  the  location  of  suspects,  fugitives,  and  witnesses. 
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IRS  National  Computer  Center 

The  National  Computer  Center  is  located  in  Martinsburg.  West 
Virginia  and  it  maintains  the  Master  Kile,  a  tax  record  of  all 
known  taxpayers.  The  Master  Kile  is  designed  to  accumulate  all 
data  pertaining  to  the  tax  liabilities  of  all  taxpayers,  regardless  of 
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location.  The  Master  File  is  sepaiat(>(l  into  several  categories.  Two 
of  the  categories  are  the  Business  Master  File  and  the  Individual 
Master  File. 


Summary 


Selecting  a  suspect  to  target  for  investigation  is  not  a  decision 
that  should  be  taken  lightly.  The  probability  of  a  conviction  must 
be  considered  as  well  as  the  availability  of  resources  and  juiy 
appeal.  Once  an  investigation  begins,  information  must  be  col- 
lected. W  ithout  information —  an  investigator's  most  valuable 
resource —  no  criminal  will  ever  be  put  behind  bars.  The  source 
of  information  with  the  most  knowledge  is  the  suspect.  Some  are 
cooperative,  others  are  not.  But  no  matter  what  type  of  suspect  an 
investigator  comes  across,  he  or  she  must  develop  other  sources 
of  information  to  verify  or  contradict  what  a  suspect  says.  There 
are  all  sorts  of  information  available  to  an  investigator,  and  the 
good  ones  know  how  to  focus  on  what  they  need  and  where  to  go 


to  get  it. 


Questions  and  Exercises 


Answer  the  following  questions  using  the  information  contained 
in  this  chapter  and  Appendix  A.  Once  you  have  completed  the 
questions,  check  your  responses  with  those  provided  at  the  back 
of  the  book. 

1.  Your  suspect's  social  security  number  is  421-00-0123.  What 
lead  does  that  provide? 


2.  You  are  investigating  Base  Bail,  Inc.  You  woniler  if  any  com- 
plaints have  been  lodged  against  the  company.  You  know  that 
Base  Ball,  Inc.  does  a  lot  of  business  with  a  ball  glove  manufac- 
turing company  in  Raleigh,  North  Carolina.  You  do  not  know  the 
name  of  the  company  in  Raleigh,  therefore,  you  want  to  get  a  list 
of  companies  in  that  geographic-  area. 


a.  Who  would  you  contact  regarding  possible  complaints  against 
Base  Ball,  inc? 


b.  Who  would  you  contact  for  a  list  of  busine^sses  in  the  Raleigh, 
North  Carolina  area? 


'.i.  Your  susjK'ct  admits  to  owning  an  American  Kxi)ress  (]ard. 


a.  Who  can  jjrovide  you  with  information  concerning  the  sus- 
pects use  of  the  credit  card? 
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I).  W  hat  leads  might  you  obtain  from  analyzing  a  suspect's  credit 
card  activity? 


4.  W  hat  factors  come  into  play  when  selecting  a  suspect  to  target 
for  investigation? 


5.  What  is  the  best  source  of  infonnation  concerning  a  suspect? 
Whv? 


6.  ^our  suspect  recently  became  a  naturalized  American  citizen. 
W  hat  Federal  agencies  maintain  information  concerning  aliens 
and  naturalized  citizens? 


7.  You  arc  investigating  a  forgery  case.  What  Federal  agency 
maintains  rec(»r(ls  pertaining  to  forgen,  ? 


8.  During  the  course  of  your  investigation,  you  come  across  prop- 
erty y(»u  think  is  stolen.  W  hat  Federal  agency  maintains  the 
Nati(»nal  Stolen  Property  Index? 


O  i 


Endnotes 


1  Compendium  of  Federal  Justice  Statistics,  1985,  (U.S. 
Department  of  Justice,  Office  of  Justice  Programs,  Bureau  of 
Justice  Statistics,  NCJ-123560,  July  1990).  p.  9 

2  Uniform  Partnership  Act,  Section  6 
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CHAPTER 


Financial  lnstitutuii|s  ft$  So      of  Information 


In  Chapter  4,  various  sources  of  information  were 
identified.  Sources  of  public,  business,  and  gov- 
ernment records  were  provided.  This  chapter 


focuses  on  information  that  can  be  obtained  from  financial  institu- 
tions. The  chapter  begins  witli  a  discussion  of  bank  records.  The 
term  "bank  records"  refers  to  the  records  of  banks,  savings  and 
loans,  credit  unions,  and  other  similar  types  of  institutions.  These 
records  are  probably  the  single  most  important  source  of  informa- 
tion available  to  the  financial  investigator.  Banks  handle  two 
basic  types  of  transactions:  account  and  non-account.  Account 
transactions  involve  actions  such  as  depositing  money  to  a  sav- 
ings aci'ount  or  withdrawing  money  from  an  account  via  a  check. 
These  actions  directly  affect  the  movement  of  money  through  a 
bank.  Non-account  transactions  do  not  affect  the  flow  of  monev 
through  a  bank.  Receiving  a  bank  loan  is  an  example  of  a  non- 
ai'count  transaction.  All  sorts  of  papenvork  accompanies  account 
transactions  and  most  non-account  transactions.  An  investigator 
must  be  aware  of  what  records  (>xist  and  must  be  able  to  interjiret 
the  information  contained  w.  the  records. 

Brokerage  firms  also  maintain  records  involving  financial 
transactions.  Not  only  must  an  investigator  be  aware  of  what 
records  exist,  he  or  she  must  be  familiar  with  the  terminology  of 
the  securities  and  commodities  markets.  Banks  and  brokerage 
houses  can  provide  a  wealth  of  financial  information,  however, 
there  are  other  financial  institutions  that  maintain  records  related 
to  linancial  transactions.  This  chapter  concludes  with  a  look  at 
two  of  these  sources:  Western  Linion  and  casinos. 
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After  studying  Chapter  5,  you  should  be  able  to: 

•  Describe  terms  related  to  banking  and  brokerage  finiis. 

•  State  what  records  are  available  from  banks  and  brokerage 
houses. 

•  Analyze  bank  and  brokerage  firm  records. 

•  State  what  information  is  available  from  Western  Union  and 
casinos. 

The  financial  investigator's  main  objective  is  to  track  the 
movement  of  money.  This  chapter  examines  the  movement  of 
money  to  anrl  through  banks  and  brokerage  houses.  While  many 
criminal  investigators  view  this  ordeal  as  a  "paper  chase",  finan- 
cial investigators  see  financial  institutions  as  road  maps  which 
lead  directly  to  the  perpetrator  and  resolution  of  the  crime.  These 
institutions  are,  in  financial  investigative  terms,  where  the  action 
is.  After  all,  banks,  brokerage  houses,  and  other  financial  institu- 
tions were  established  to  monitor  the  movement  of  money. 


Banks  as  a  Source  of  Information 

Tracking  the  movement  of  money  generated  by  criminal  activity 
will  normally  involve  tracing  financial  transactions  to  a  bank  and 
through  its  system.  For  the  financial  investigator,  following  the 
flow  of  transactions  to  and/or  through  a  bank  is  comparable  to  any 
other  asset  tracing  procedure.  The  investigator  is  looking  for  the 
ultimate  source  and  disposition  of  funds,  and  one  never  knows 
what  might  turn  up  in  the  search —  unknown  witnesses,  informa- 
tion, and  documents;  or,  perha[)s.  new  suspects. 

The  key  to  following  the  flow  of  money  into  and  out  of  the 
banking  svstem  is  an  understanding  of  the  inner  workings  of  the 
system  itself.  From  the  tiniest  mral  community  credit  union  to  the 
international  banking  giants,  they  all  take  in.  account  for,  pay  out. 
and  record  the  movement  of  money.  The  inner  workings  of  the 
banking  system  can  be  divided  info  two  types  of  transactions: 
account  transactions  and  non-account  transactions, 
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Account  Transactions 

Account  transactions  are  financial  events  that  directly  affect  the 
movement  of  money  through  a  bank  account.  In  this  context, 
"directly  affect"  means  dejjosits  to.  or  withdrawals  from,  an 
account.  Account  transactions  occur  in  checking,  savings,  and 
credit  union  accounts.  Records  of  account  transactions  are  main- 
tained through  the  use  of  the  following  documents: 

•  Signature  card 

•  Bank  statements 

•  Deposit  tickets/items 

•  Checks/withdrawal  items 

•  Credit  and  debit  memorandums 

Signature  Cards—  Oponing  an  Account 

The  first  document  prepared  and  maintained  in  a  banks  system  of 
recordkeeping  is  the  signature  card.  Every  financial  institution 
requires  that  a  customer  (individuals,  tiiists,  business  organiza- 
tions, etc.)  fill  out  a  signature  card  when  opening  an  account.  It 
indicates  who  owns  the  account  and  may  require  that  the  account 
owner(s)  supply  his  or  her  address,  occupation,  employer, 
date/place  of  birth,  and  social  security  number.  When  a  business 
organization  opens  an  account,  corporate  resolutions,  and  part- 
nership and  trust  agreements,  if  applicable,  often  are  included  as 
part  of  the  background  information  requested  by  the  bank.  This 
type  of  infomiation  is  kept  with  the  signature  card. 

For  the  investigator,  the  signature  card  provides  valuable 
leads  to  other  witnesses  or  unknown  co-conspirators.  Since  the 
card  contains  the  signature  of  the  account  owner(s).  it  can  sene 
as  a  sample  of  the  owners  handwriting. 

Banii  Statements—  Record  of  Transactions 

Banks  periodically  reconcile  the  financial  activity  in  each 
account.  A  record  of  this  reconciliation  is  prepared  and  retained 
by  the  institution  and  a  copy  is  sent  to  the  account's  owner. 
Details  of  all  financial  activity  affecting  the  account  for  the  period 
in  (|uestion  are  shown  on  a  iNinll  Statement.  A  portion  of  Anthony 


Benidect's  hank  statement  is  shown  on  the  next  page.  Mr. 
Benidect  is  a  suspect  in  a  drug  trafficking  investigation. 

Tlie  financial  investigator  shouhl  retrieve  all  hank  statements 
related  to  the  time  frame  under  investigative  consideration,  keep- 
ing in  mind  that  some  criminal  activities  are  well  undenvay  prior 
to  detection,  therefore,  hank  statements  must  he  retrieved  for  a 
period  of  time  prior  to  the  detection  of  criminal  activity.  Through 
hank  ^tatement  analysis,  the  investigator  will  l)e  ahle  to  recon- 
sti-uct  the  financial  transactions  that  occuired  during  the  f)eriod  of 
criminal  activity,  and  identify  sources  of  information  or  investiga- 
tive leads  to  die  movement  of  money.  These  sources  or  leads  may 
include: 

•  Lnusualiv  high  monthly  halances  in  comparison  to  kiiov  n 
sources  of  income 

•  Lnusualiv  large  deposits,  deposits  in  round  numhers.  or 
deposits  in  repeated  amounts  which  are  not  attrihutahle  to 
legitimate  sources  of  income 

•  The  timing  of  deposits.  This  is  particularly  important  when 
dates  of  illegal  payments  are  known 

•  Checks  written  in  unusually  large  amounts  (in  relation  to 
the  suspects  known  practices) 

•  A  lack  of  account  activity.  Tliis  may  indicate  transactions 
in  currencv  or  the  existence  of  other  unknown  hank 
accounts 


Checking  Account  Swmmory 


(lustonier  Sf  n  ice-Operations  Center 
P.O.  Box  0001,  Washington.  I)C20()0<> 


National  Bank  of  the  Nation 


National  iiaiik  of  the  Nation 


Anthony  Benedict 
122<)S()riiif;ti.le  IM.  N\V 
Washington.  DC  20001 


Statement  Period 
(«/2()/92-  01/20/92 


If  you  have  ((iiestions  ahout  your  account,  please  call  2()2-.i.5.Vl  I  I  or  loll  free  8(K)-222-WW 


Checking  swmmory  for  account  ()974().58l 

Beginning  balance  l..i32. 10 

:i  l)eposil(s)  totaling  10.0  U.<)i+ 

Interest  this  period  0.00+ 

8  I)eduction(s)  totalling  1.2  K).()0- 

Other  deductions  0.00- 

Ser\  ice  charges  this  period  0.00- 

Ending  balance  1(U27.80 


Minimum  Balance 
Average  Balance 


1.040.33 

i.:ioi..y) 


Description  of  Account  Tronsoctions 

Dote 

Amount 

Bolance 

Beginning  balance 

SI. .532.46 

Cash  withdrawal            Trans  #  l-.^.^2 

Landmark  1                  Mcxandria  \A 

0.3/22 

1  ()().( 10- 

1.1.32.10 

Clieck  .SK) 

0.3/2.3 

07.2.'> 

1.. 30.1.21 

Check  .-ilT 

0.3/27 

2.34.03- 

1.130..58 

Purchase 

Mo[)il                         llern.lon  \  \ 

03/28 

l.-i.2.> 

1.1 1.1.33 

Cash  withdrawal           Trans  #0810 

West  Village                Washington  DC 

0.3/.3() 

7.1.00- 

1.010,.33 

Deposit 

01/01 

1 .6  t.S.07+ 

2.m>:M) 

Che.  k  .'via 

04/01 

()23.34- 

2.()f)2.<)() 

Deposit 

01/02 

()J.i().(H)+ 

8.812.% 

Check  .i.iO 

04/().T 

118.23- 

8.0<)4.73 

01/12 

12.<>0- 

8.081.83 

Deposit 

01/1.1 

l.f)4.''>.07+ 

10.327.80 

Emfing  Baknct 

810.327.80 
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Deposit  Slips/Deposit  Items 

From  the  bank's  point  of  view,  the  deposit  function  is  the  most 
important  of  all  of  the  banking  transactions.  The  majority  of  loans 
and  investments  made  by  the  institution  come  from  the  deposi- 
tore*  dollars.  When  deposits  cease,  the  institution  ceases. 

From  the  investigator's  point  of  view,  seeing  a  suspicious 
deposit  on  a  bank  statement  does  not  in  and  of  itself  provide 
enough  detail  of  the  financial  transaction.  If  a  deposit  appears  to 
be  suspicious,  the  investigator  will  want  to  examine  the  corre- 
sponding deposit  slip.  Upon  reviewing  Mr.  Benidect's  previously 
shown  bank  statement,  the  investigator  wants  to  further  examine 
the  deposit  made  on  April  2.  1992.  That  deposit  slip  is  shown 
below  and  it  reveals  that  the  deposit  was  comprised  of  S4,500  in 
currencv  and  a  check  for  S2.250. 


DFI'OSITTICKKT 


I  1  IIIIKM  ^ 

CASH 


4,500 


Anthonv  Benidt'c  t  _    'S.  '2'.':^  ^.   ^A~P^ 

1220  Springtide  Place.  .\\\   X.^iSiU'-^ 

Viashington.  DC2(HX)1   


Dale 

|)Ht)^ir»  \l  U         UK  W  Ml.  Mil  I.  H)li  IMMUll  \\V  «  Mill  111  WW.  11)1  M 


lorM.HIOM  olllKli  »IIIK  — —  • 

I -^Kdl  lll  H  >lllK  H)K 
MUMIIIAM  IMI\l. 


l»-;(:\^ll  HK(  KI\KIl 
~li.\  IIKIII.  HMl  I  \»ll  HM.HM.dTiT  IIH.U  lltKI'.  "  "    '  Mllill'iMI' 


National  Bank  of  the  Nation 
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Lpon  reviewing  the  (le[)osit  slip,  the  investigator  has  to  won- 
der where  Anthony  Benidect  got  S4.5()0  in  cash  and  who  wrote 
the  check  that  was  deposited.  Bank  statements  and  deposit  slips 
do  not  s|)cak  for  themselves;  they  need  to  be  interpreted  by 
"financial  witnesses" —  the  currency,  checks,  and  otiier  items 
that  comprise  the  deposit.  By  retrieving  and  examining  the  items 
of  deposit,  the  investigator  may  find  additional  leads  to  follow. 

The  original  documents  involved  in  a  deposit  are  not  retained 
by  the  bank.  Cunencv  is  returned  to  circulation,  checks  go  back 
to  the  bank  of  origin,  and  deposits  made  via  an  electronic  transfer 


show  up  as  mere  bookkeeping  entries.  However,  copies  of  eat  h 
deposited  item,  except  currency,  are  made.  The  bank  organizes 
and  maintains  these  copies  on  microfilm.  By  reviewing  these 
records,  the  investigator  may  be  able  to  locate  other  witnesses. 

To  successfully  gather  information  from  bank  deposits,  the 
investigator  needs  an  understanding  of  the  bank's  sy^tem  of  main- 
tenance, organization,  and  retrieval  of  deposit  information.  An 
over\  iew  of  the  system  is  shown  on  the  next  page  and  discussed 
below. 

Transaction  entry  point 

A  deposit  enters  the  banking  system  through  a  transaction  enti-y 
point.  There  are  three  different  types  of  transaction  entry  points: 

•  Teller.  A  teller  receives  deposits  directly  from  tiie  customer, 
or  through  the  mail  or  automatic  teller  machine  (ATM). 

•  Cash  Services  Department.  High  volume  deposit  customers 
such  as  major  retail  establishments,  grocery  stores,  or  governmen- 
tal units  make  their  deposits  to  the  bank  via  armored  cars  or 
deii\en  sen'ices.  The  Cash  Senices  Department  handles  these 
types  of  deposits. 

•  Other  internal  Departments  of  the  Bank.  Deposit  transac- 
tions can  occur  through  intra-account  activities  (transfer  of  funds 
from  a  savings  account  into  the  same  customer's  checking 
account)  or  electronic  transfers  between  financial  institutions. 
Additionally,  with  the  advent  of  direct  deposit,  businesses  and 
companies  can  make  deposit  transactions  into  bank  accounts 
from  their  own  bookkeeping  departments.  Such  services  are  han- 
dled by  different  departments  inside  the  financial  institution. 

The  transaction  entry  point  is  vital  in  the  investigative 
process.  It's  even  more  than  vital  because  at  tlie  point  of  deposit 
two  undeniable  events  occur:  money  is  moved  from  somewhere  by 
someone  <in<l  a  permanent  record  is  made. 
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Collection  of  out  of 
town  check.''  reccit  ed 
from  ilciiositor.'i 


During  the  early  stages  of  a  financial  investigation.  Iwioks  and 
records  usually  reveal  nothing  out  of  the  ordinary  and  hank  state- 
ments often  seem  inconclusive  of"  any  wrongdoing.  The  informa- 
tion collected  hy  the  investigator  is  sketchy  and  denials  hy  the 
suspect  are  fre(|uent  ; 

"I  don't  even  know  that  guy." 

"My  firm  never  did  husiness  with  that  company." 


However,  through  deposit  analysis,  the  investigator  often  finds: 

•  A  photograph  of  the  person  who  "didn't  even  know  the 
guy"  depositing  currency  into  the  "guy's"  savings  account. 
Financial  institutions  have  security  cameras  that  record 
teller  window  transactions. 

•  Checks  from  "that  firm"  going  into  "that  company's" 
checking  account. 

In  certain  investigations,  the  transaction  entry  point  can  be 
critical  to  the  investigation's  success.  In  a  counterfeiting  investi- 
gation, for  example,  intervention  by  law  enforcement  at  the  point 
of  entr\'  is  cnicial.  The  same  holds  true  for  situations  involving 
buy  money  (narcotics  cases)  or  marked  bills  (extortion  or  black- 
mail cases).  Investigators,  perjietrators,  and  the  currency  in  ques- 
tion must  meet  simultaneously  at  the  transaction  point  of  entry,  in 
order  to  successfully  defeat  the  criminal  act.  The  importance  of 
this  is  highlighted  by  the  fact  that  all  cuirency,  once  inside  the 
banking  system,  is  treated  alike.  Once  past  the  point  of  entry,  it  is 
extremely  difficult,  if  not  entirely  impossible,  to  reconstruct  the 
source  of  the  currency.  Accordingly,  in  these  situations  the  finan- 
cial institution  should  be  requested  to  separate  and  segregate  the 
currency  in  question  before  it  enters  any  further  into  the  banking 
system. 

The  Proof  Department 

From  the  transaction  entry  point,  deposits  go  to  the  Proof 
Department.  Here,  checks  are  encrypted  with  the  bank's  own 
numerical  codes —  proof  numbers.  Proof  numbers  establish  the 
"location  keys"  for  the  bank's  retrieval  and  bookkeeping  system. 
Magnetic  ink  character  recognition  (MK^IR)  encoding  also  occurs 
in  the  Proof  DepartmtMit.  An  MIC.R  number  enables  a  check  to  be 
read  by  high  speed  computers  during  the  processing  and  clearing 
procedure.  A  portion  of  the  MICH  number  is  placed  on  checks 
when  they  are  initially  printed.  Alter  a  check  is  deposited,  the 
remainder  of  the  MICR  number  is  placed  on  the  check  in  the 
bank  of  deposit's  Proctf  Department.  (The  MICK  number  is  dis- 
cussed in  greater  detail  later  in  this  chapter.) 


In  addition  to  being  encoded,  the  check  is  microfilmed.  In  the 
microfihiiing  process,  all  checks  shown  on  one  deposit  slip  are 
microfilmed  consecutively  before  proceeding  to  the  next  group  of 
deposited  items.  The  order  of  microfilming  is  generally  deter- 
mined by  the  transaction  entry  point.  For  example,  all  of  Teller 
No.  Fs  transactions  are  microfilmed  and  then  all  of  Teller  No.  2  s 
transactions  are  microfilmed,  etc. 

Currency  is  not  microfilmed.  Onc  e  it  is  inside  the  bank  it  is 
counted  and.  after  the  count  has  been  verified,  it  goes  its  own  sep- 
arate way.  Chapter  2  contains  a  discussion  of  Title  31  U.S.C.  § 
5313.  that  states  financial  institutions  are  required  to  file  a  report 
on  currency  transactions.  One  such  report  is  the  Department  of 
the  Treasury  Form  4789,  Currency  Transaction  Report  (CTR),  the 
first  page  of  which  is  shown  on  the  next  page.  When  currency  in 
excess  of  Si 0,000  is  deposited,  the  CTR  identifies  the  depositor 
by  address,  social  security  number,  and  date  of  birth,  and  the 
actual  owner  of  the  currency  if  he  or  she  is  someone  other  than 
the  depositor.  The  CTR  also  records  the  total  amount  of  the  trans- 
action, the  types  of  bills  involved  in  the  transaction,  and  various 
other  information. 


4789 


fcnr 


Currency  Transaction  Report 

^  File  a  separate  report  for  each  transaction.        ^  Please  type  or  pnnt. 
>  For  Paparwont  Reduction  Act  Notice,  see  page  3. 

 (Complete  ell  apfHicabla  parts— See  instnictkyis)  


0^.■D  ^4o  ■i«  0'i 

Exp.-c-5  9-3C-94 


1  Check  appfopriate  boxes  H:    aP  amends  onof  report.       b  D  exemption  limit  enceeded.       c  .j  suspiCiOjs  Iransaciior 

MHII   Identity  of  intllvldual  who  conducted  this  transaction  with  the  financial  Institution 

2  If  more  t^an  ore  individuai  is  nvoivod,  sec  instructions  ard  ctieckhere  ■   


3  Reason  items  <-'5  t>eiow  are  not  fully  completed  (check  all  applicable  poxes),  a  C]  Arnored  car  service  (name)  ► 

b  n  Mail  dcposiVst^ipment      c  Z2  Nigral  ceposit  or  ATM  transaction  d  D  Multiple  transactio'is  (see  nslrijciions}   

4  Last  name  [s  First  name  6  Middle  initial  |  7  Social  security  number 


8  Address  (number,  street,  and  apl  or  suite  no 


10  City 


11  State 


9  Occupation,  profession,  or  business 


12  Z.P  code  13  Cojntry  (it  not  U.S.) 
  J  


14  Da:e  of  b-ih  (see  inst'LCticnS 


15  Method  used  to  verif>'  centity-    a  Describe  loentificaiion  > 
b  Issued  by  ►  


laBlll  Person  (see  General  Instructions)  on  whose  behalf  this  transaction  was  conducted 

16  It  tris  Iransact'on  was  conducted  on  tienall  of  more  than  one  person,  see  ipbtructions  and  check  here  .... 


17  Ttrs  person  is  an:  Z.  .  individual  or  □  organ  zalion  18  I' 
19  Irdivioja 's  last  rame  or  Organization's  rame   j  20  First  name 


tst.  escto^v.  brpkerage  ar  other  3fd  party  accoun:.  sse  rsirjciions  anc  ct-^ck  tictc  ■  ►   


21  Middle  initial  22  Social  secunty  r.jmbcr 


23  Alter  identificatiorv   a  Describe  identificat  on 
b  issued  by   


c  Njmber  ► 


bmpioyer  dentitira*ion  r.imt>ei 


24  Acd-'ess  -'runiber.  street,  aro  apt  or  suite  no ) 


25  Occupat'On,  prolessior,  or  business 


26  C(ty 


27  State    28  ZIP  code      I  29  Counl'v  <it  not  U  S 1 


30  Date  ot  btrth  (see  -nstrjctions} 


EH^^IP  Types  ol  iccQunti  and  numlwrs  affected  by  transaction  (II  more  than  one  ol  the  same  typa.  ute  additional  spaces  provided  below) 

31  s  D  Savings  ►    tD  Secuntas  ►   «[1  CD'Mcnoy  marfcet  ► 

c  n  Ci-ecktng  ►    iG  ..oan  ►    oCD  Other  (specifyl   

LJ  ►  □  ►  □  t  

ISHlBl~TVpt^  of  transaction.  Check  applicable  boxes  to  describe  transaction     

32  1  n  Cur'f^cy  exctiange  (currency  for  Currercy)  

33  CASH  IN;                         f  '  '  CD.'Moimy  market  purchased        3*  '^ASH  OUT 
0  f"  Deposit                    M  ~             tiarsfL"-                           c  □  Check  cashed 
0  __  Secunty  Djrchased     *  Z2  Receipt  *roTi  abrcid                j     t  ^  Secu-ity  redeemed 
p  _  Check  puroased       n  13  0!lie'  tspscifyl  ►  |__wj_.  Withd-aAal  


r.  .  CO'Moroy  ma'ket  •edee'^ed 

u    l-'om  vwre  t^ansfe' 

B   Sh.pme  r.  duroad 

V  L,  Otner  Isrjecih/)  ►  


as 


total  amount  o*  cu'roicy  trans.ict'Ori  (m  tj  S 
dultar  equivalent.  lawayS  'Ounc  <ip) 


36  Arrojnt  'H  Item  15  in  U  S  $tOO  bills  or  higher 


Cash  '0  S  . 
Cdsh  out  S 


no 

DO 


Cash  1  S 
Cash  out  $ 


00 
OC  I 


37  Date  o'  tra'isactio-' 
(sec-  mslrjctions) 


38  f  ctXte'  ttidn  J  S  CjrrenCy  is  nvo  ved.  plensc  'i.rnts"  the  fo  lOwing  mlofmat-on    a  bxchange  made  IP.  lor  o'  I  j  frr"  "  U  S  cu'rency 
b  Courtry  c  A  iiount  o'  currency  (in  U  S.  dollai  ftquivdlenl}  S 

 b  Cni.rtfy  c  An  punt  o'  currency  (in  U  S.  tloJtar  equivalentl  $           

39  H  a  -iPTC'.abie  ^s1't■■•c■1t  or  we  trarsfe*  A-as  'n-,otvM  i  'hf.  iia'"^wu".io'i.  i^fease  (uT  Sh  tho  'oilo.vinq  ■nfo'tnut  or  ano  c^ec-<  this  Cox  ;w  inyriir t,i.'"i.i  ■ 
a  Nu  i'be*  ol  negotiaoe  instrumenis  involved  |  c  Totai  amoL  «  o'  uil  negcliable  instruments  a*id  ji  wku  transfers 


OC 
QC 

G 


b  Number  ol  wire  trars*eis  involved 


{in  vJ  S  dollar  er-u  I'alen:)  ►  $ 


mzanwm  Financial  institution  where  transaction  took  place  

40  a  ~  Bark  (erter  code  numlMr  trom  instn-ctions  heref  ►     |  ) 

_   b  "  S.^vinc|i.  Jt  u  ojri  association     c  [J  OPdit  nmut     d  [  ,  SeCLn'.ies  brcKer  rtoni^r 

41  Nome  1*  fin.TiCiill  "  'i'"t  j'KX"  j  42  AtlilT-.-  ^^^l^'re  the  transaction  cr.f  intn^ 


e  !  !  Other  ispec'v-  ►    _ 

ibtiJllorj)       43  C-^OlO^'"  MlP  il  1' 


44  C.ty 


46  I*  ■'^'S  5  a    ji*'C  e  tMnMr.'-ri 
pif  T-.f*  \tU  ate  


I  45  St.ilc    ]  46 


a  Nui^t:er  c'  tMir.,".  i 
b  N..  f^t  f  1^'  tifinn  I  - 


'ip  teje       T47  MtCR  r.in-h^" 


Sign  ^ 
Hero  W  5?  ' 


'  \'t  I  t  pr'-'parpr  -;  mi ii' 


53 


if'Ti.il  r,  qn.it  t(ri 


54  [\-te 
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BEST  COPY  AVAILABLE 


Government  regulations  allow  financial  institutions  to  exempt 
certain  customers  from  the  CTR  filing  requirements.  High  volume 
cash  businesses,  payroll  account  holders,  and  other  commercial 
companies  thai  are  routinely  involved  in  transactions  which 
exceed  $10,000  may  be  exempt.  However,  the  hank  nmst  main- 
tain a  record  of  these  exempted  customers. 

When  an  investigator  searches  the  bank's  proof  tapes  (micro- 
film), he  or  she  must  l)e  particularly  careful  when  tracing  a  cur- 
rency deposit.  For  example,  investigative  findings  indicate  that  a 
suspect  received  SI 8,000  in  illegal  payments  on  May  1.  1992.  A 
review  of  the  target "s  bank  statement  for  that  period  reveals  that 
on  May  1,  the  suspect  deposited  only  $9,000.  By  using  the  banks 
proof  tape  system,  the  investigator  finds  a  deposit  slip  and  it 
shows  a  $9,000  cunency  de|)()sit.  (Note  that  the  suspect  ke|)t  the 
deposit  under  SlO.OOO  so  he  or  she  would  not  have  to  file  a  CTR 
form.)  The  investigator  has  located  half  oi  the  illegal  payment,  but 
where  did  the  other  $9,000  go?  A  continued  search  of  the  proof 
ta|)e  locates  a  similar  $9,000  currency  deposit  to  anf)ther  account 
which,  unknown  to  the  investigator,  is  also  owned  to  the  target. 
Often,  this  ty|)e  of  exiciHleil  search  will  uncover  s|)lit  currency 
deposits  and/or  multi|)le  transactions. 

F'rom  the  Proof  Department.  ile|)osited  items  take  different 
routes  thrfuigh  the  bank  of  dejiosits  system.  The  |)ath  that  an  item 
takes  is  de|)endent  upon  the  bank  of  origins  (bank  u|)oii  which 
the  item  is  drawn)  relati()iishi|)  to  the  bank  oi  dc|)()sit.  Let's  look  at 
the  four  paths  an  item  of  de|)osit  may  take  by  looking  at  four 
items  de|)osited  into  Hank  A.  The  four  ty|)es  of  items  and  their 
paths  are  shown  and  described  on  the  following  |>ages. 


1 


Correspondent 
Bonks 


Federal 
Reserve 
Banks 


Out  (li't)rm(]S 


Clearinghouse 


Bookkeeping  Department 


Colled  ion  of  out  of 
lou  n  (  hct  ks  rccciml 
from  di'iioailors 
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•  Transit  items.  The  first  of  our  four  items  deposited  into 
Bank  A  is  a  transit  item.  Transit  items  are  checks  and  other  items 
(monev  orders  and  travelers"  checks)  drawn  on  financial  institu- 
tions other  than  the  hank  of  deposit.  In  the  case  of  a  check,  the 
hank  of  deposit  ships  the  clieck  hack  to  the  hank  of  ori};in.  The 
hank  of  origin,  in  turn,  normally  sends  the  check  hack  to  the  cus- 
tomer l)v  includiii}!  it  in  his  or  her  hank  statement.  This  happens 
after  the  hank  of  deposit  sends  the  check  to  an  intermedian  hank 
that  was  estahlished  to  assist  in  the  clearing  process. 

Certain  hanks  act  as  clearing  houses  for  transit  items.  These 
hanks,  known  as  correspondent  and  clearing  liouse  banlcs, 
receive  items  from  hanks  all  over  the  countiy  and  process  them 
hack  to  the  hank  of  origin  located  in  their  particular  area.  Major 
hanks  in  metropolitan  areas  act  as  correspondent  hanks.  Also,  the 
Kederal  Kesenc  Hank  is  a  clearing  house  hank. 

Actually,  there  are  12  Kederal  Resene  Banks  (and  some  ha\c 
hranch  hanks)  located  throughout  the  coimtry.  The  role  of  each  i 
to  monitor  the  commercial  and  savings  hanks  in  its  region  to 
ensiue  that  they  follow  Kederal  Reserve  Board  regidations.  Kacli 
Kederal  Heserve  Bank  is  a  separate  corporation,  its  stock  owned 
l)\  commercial  hanks  that  are  memhcrs  of  the  Kederal  Reserve 
Svstem.  The  Kederal  Heserve  System  is  made  up  of  all  nationally 
chartered  hanks  and  any  State  chartered  hank  that  is  accepted  for 
memhi-rship. 

i  Ji. 


Transit  items  are  provided  with  proof  numbers  and  micro- 
filmed by  each  bank  they  pass  through  during  their  return  trip  to 
the  bank  of  origin.  This  estabUsh'es  a  retrieval  "audit  trail"  for 
each  item. 

•  Out  ciMrings.  The  second  item  deposited  into  Bank  A  is  an 
out  clearing  item.  An  out  clearing  item  is  an  item  drawn  on  a 
bank  in  the  same  geographic  area  as  the  bank  of  deposit.  These 
items  are  handled  in  the  same  way  as  transit  items  and,  like  tran- 
sit items,  they  are  given  proof  numbers  and  microfilmed  by  each 
bank  they  pass  through  on  their  return  trip  to  the  bank  of  origin. 

•  On-US  items.  The  third  item  deposited  into  Bank  A  is  an 
on-us  item.  An  on-us  item  is  a  check  drawn  on  the  bank  of 
deposit.  Certain  on-us  items  require  special  handlinj-  during  the 
clearing  process  and  are  sent  to  a  particular  internal  department 
for  final  processing.  All  on-us  items  eventually  flow  into  the  book- 
keeping department. 

•  Items  from  a  bank's  internal  departments.  The  fourth 
item  that  Bank  A  deals  with  is  an  item  from  one  of  its  internal 
deposits.  This  item  might  be  a  transfer  between  intrabank 
acc'ounts.  loan  proceeds,  a  certificate  of  deposit,  or  an  elec'tronic 
transfer  into  an  acrount. 

Checks/Withdrawal  Items 

Funds  normally  are  witlulrawii  from  a  bank  account  through  the 
issuance  of  a  {-heck.  itlulrawal  slips  am\  automatic  teller 
iiuu'hines  are  also  useil  to  withdraw  funds.  The  fai'C  of  a  chei'k 
contains  information  that  is  of  interest  to  an  investigator.  It  shows 
the  bank  of  origin,  date  and  amount  of  the  chec'k.  name  of  the 
payee  (the  entity  k)  whom  the  check  was  made  payable),  and  the 
authorized  signature  of  the  owner  of  the  acc-ount  on  which  the 
check  is  drawn.  The  following  information  also  appears  on  the 
face  of  a  check: 

•  American  Banker's  Association  (ABA)  Transit  Number  and 

Federal  Reserve  Routing  Code.  Have  you  ever  noticed  the  num- 
ber on  the  upper  right  side  of  a  check  that  looks  something  like  a 
fraction?  It  provides  several  pieces  of  information.  The  numerator 


contains  the  ABA  transit  number;  the  denominator  is  the  bank  of 
origin's  check  routing  symbol. 

An  ABA  transit  number  is  a  two-part  code  assigned  to  banks 
and  savings  institutions  by  the  American  Banker's  Association. 
The  first  part  shows  a  two-  or  three-digit  number  that  corresponds 
to  the  city,  state,  or  territory  where  the  bank  of  origin  is  located.  (A 
complete  list  of  these  two-  or  three-digit  numbers  is  found  in 
Appendix  B.)  The  second  part  of  the  ABA  transit  number  identi- 
fies the  bank  itself.  The  ABA  transit  number  on  the  check  shown 
below  tells  an  investigator  that  the  bank  is  located  in  Washington, 
DC  and  that  "OOQ"  is  the  code  for  the  National  Bank  of  the  Nation. 

The  bank  of  origin's  check  routing  symbol  is  a  three-  or 
four-digit  number  that  provides  the  following  three  pieces  of 
information: 


Anthony  Benidect  ABA  transit  number  548 

1229  Springtide  Placr,  \W  1  5-099 

Viashiiigton.  DC  20001  Af^tV^  Z'4 g  J 2^  ^40 


Check  routing  symhol 


Pay  to 
Order 


\:ltwinal  K:lnW  nf  \\\f  Nntldll  * 


Dollars 


National  Bank  of  the  Nation 

Check  routing  symbol 


Hank  mile  Account  number 

I'rc-iiuolifyinii  numher  I'ost-iiuolijunp  nmnbei 


•  The  bank  of  origins  Federal  Reserve  district  (These  dis- 
tricts are  listed  in  Appendix  B) 

•  Tiie  federal  reserve  facility  through  which  the  check  is  col- 
lected 

•  Tlie  fimds  availability  assigned  to  the  check.  Funds  avail- 
ability is  either  immediate  or  deferred.  If  "0"  is  the  last  digit. 


immediate  availability  is  indicated.  A  digit  of  I  through  9  indi- 
ciates  a  deferred  payment. 

•  Pre-Qualifying  Numbers.  The  portion  of  the  MICR  number 
that  comes  printed  on  a  check.  The  pre-qualifying  number  indi- 
cates bank  of  origin  information  (paying  bank's  number  and 
check  routing  symbol),  customer  account  number,  and  the  check  s 
number. 

•  Post-Qualifying  Number.  The  portion  of  the  MICR  number 
entered  by  the  bank  of  deposit  s  Proof  Department.  It  shows  the 
dollar  amount  of  the  check. 

When  investigators  request  a  copy  of  a  cheek,  they  should  ask 
for  copies  of  both  sides  because  the  back  side  of  a  check  also 
contains  valuable  information.  For  one  thing,  it  will  show  who 
endorsed  the  che(;k.  If  the  check  was  issued  to  an  individual,  it 
should  contain  that  person's  signature;  if  it  was  issued  to  a  busi- 
ness organization,  it  will  probably  contain  a  stamped  endorse- 
ment. The  back  of  a  check  will  also  contain  infonnation  relatetl  to 
the  movement  of  money.  Proof  numliers  from  all  of  the  banks  that 
the  check  passed  through  will  be  available. 

When  a  payee  receives  a  check,  he  or  she  may  either  deposit 
it  or  cash  it.  If  the  check  is  deposited,  it  follows  the  clearing 
process  previously  discussed.  Checks  that  are  cashed  are  recog- 
nizable by  teller  stamps  or  "cashed"  codes  that  are  encoded  or 
stamped  on  the  face  of  the  check  itself.  These  codes  can  lead  an 
investigator  to  the  teller  who  cashed  t'le  check  and  who  therefore 
needs  to  be  inter\iewed  about  the  specific  transaction.  A  teller's 
stamp  or  "cashed"  code  also  can  be  a  possible  link  between  a 
specific  teller  and  the  suspect.  Many  times  a  suspect  will  go  to 
the  same  teller  and  develop  a  relationship  with  that  person. 
Conversations  between  these  people  may  reveal  leads  to  the 
crime.  Whether  knowingly  or  unknowingly,  the  teller  may  possess 
valuable  information. 

From  an  investigator's  standpoint,  checks  are  of  e(jiial  or 
greater  importance  than  deposits.  Checks  establish  a  strong  finan- 
cial link  that  cannot  be  overcome  by  verbal  denials.  Checks  may 
identify  other  bank  accoinits.  credit  cards,  the  purchase  or  loca- 
tion of  major  assets,  and  loan  transactions  which  directly  impact 


on  financial  investigations.  A  $25  check  for  a  utility  hookup  may 
identify  a  S250,000  hidden  condo. 

Checks  can  be  organized  to  reveal  patterns  of  financial  activ- 
ity through  an  investigative  technique  known  as  check  spread 
analysis.  To  perform  check  spread  analysis,  the  investigator  lists  a 
suspect's  checks  by  payee.  A  sample  check  spread  analysis, 
using  checks  obtained  from  our  suspect,  Mr.  Anthony  Benidect,  is 
shown  l)elow. 


Ched  by  Payee  Analysis 


Date 

VIrgMo  Electric 

Date 

Franklin  Gardens 

1/23 

8101.79 

1/3 

.?6.50 

2/21 

8121.32 

2I-1 

8650 

:y2i 

S92..56 

3/1 

86.50 

4/2.5 

887.87 

5/21 

859.12 

.5/2 

8650 

6/27 

863.45 

6/2 

8650 

7/22 

879.73 

7/1 

86.50 

8/20 

898.92 

8/3 

8650 

y/23 

892.83 

9/2 

8650 

10/21 

S64..55 

10/1 

86.50 

1 1/24 

858.52 

12/28 

887.62 

12/2 

86.50 

In  the  sample  check  analysis,  the  investigator  listed  all  of  Mr. 
Benidect's  checks  payable  to  the  Virginia  Electric  Company  for 
one  calendar  year.  From  this  list,  the  investigator  is  able  to  deter- 
mine that  Mr.  Benidect  paid  liis  electric  l)ill  ever)-  month.  The 
investigator  then  listed  all  checks  payable  to  "Franklin  Garden 
Apartments,"  the  complex  where  Mr.  Benidect  rents  an  apart- 
ment. The  investigator  finds  that  checks  for  rental  payments  are 
missing  for  the  nionths  of  .April  and  November.  The  investigator 
will  want  to  find  out  how  Mr.  Benidect  paid  his  rent  for  those 
months.  Tl>e  al)seiice  of  a  check  may  indicate  a  currency  payment 
which  can  lead  to  possible  undisclosed  sources  of  ilb'gal  income. 

Credit  and  Debit  Mentos^  Special  Transactions 

Anv  transaction  that  affects  an  account  but  does  not  involve  a 
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deposit  ticket  or  check  withdrawal  requires  special  handUng.  A 
record  of  these  "unusual  transactions"  is  listed  on  the  customers 
bank  statement  through  memorandum  entries.  These  entries  are 
shown  to  report  the  movement  of  money  that  takes  place  "without 
going  through  the  normal  transaction  points  of  entry  or  with- 
drawals through  checks.  Credit  nt«mos  or  "CM"  indicate  an 
incrMS*  in  the  account  funds,  a  flow  of  funds  into  the  account.  A 
debit  memo  or  "DM"  indicates  a  decrease  in  the  account  funds,  a 
flow  of  funds  out  of  the  account. 


Credit  and  Debit  Memos 

Interest  earned 

Interest  payment 

Loan  proceeds 

Loan  payment 

Wire  transfer  in 

Wire  tranrfer  out 

Special  collection  of  funds 

Check  printing  fees 

Transfer  between  accounts 

Transfer  between  accounts 

Electronic  deposit 

Electronic  withdrawal 

Non-Account  Transactions 

Non*account  transactions  are  financial  transactions  that  occur  at  a 
financial  institution  but  do  not  flow  through  an  account.  Examples 
of  non-account  transactions  include  loans:  purchase  or  negotia- 
tion of  cashiers  checks,  money  orders,  travelers  checks;  and  cur- 
rency transactions  such  as  exchanging  currency  for  currency  and 
cashing  third-party  checks.  For  investigative  purposes,  wire 
transfers,  entries  into  a  safe-deposit  box.  and  the  purchase  or  sale 
of  securities  are  also  considered  non-account  transactions. 

Loans 

Loan  applications,  loan  repayment  ledgers,  and  loan  correspon- 
dence files  are  usually  maintained  by  financial  institutions.  A 
loan  application  usually  requires  a  iinancial  statement  completed 
by  the  individual  re(|iiesting  a  loan.  It  represents  a  good  "finan- 
cial lead  document"  for  the  investigator.  If  an  investigator  is  look- 
ing to  identify  a  suspect's  assets  and  accounts,  be  or  she  should 
turn  to  any  available  loan  applications,  since  the  suspect,  eager  to 


impress  the  bank  with  his  or  her  solvency,  will  identify  assets  and 
other  accounts  more  candidly  on  that  document  than  in  an  inves- 
tigative inteniew.  Furthermore,  loan  applications  most  often  con- 
tain a  statement  that  the  applicant  is  aware,  by  signing  the 
document,  that  it  is  a  federal  crime  to  knowingly  make  false  state- 
ments when  applying  for  a  loan. 

The  loan  repayment  schedule  and  correspondence  files  can 
be  used  by  the  investigator  to  detect: 

•  Repayment  methods.  Lump  sum,  accelerated,  or  unusual 
repayments  can  be  traced  through  the  bank  s  proof  system 

•  Final  disposition  off  loan  proceeds.  The  disposition  may  be 
within  the  bank  (on-us  items)  or  elsewhere.  Either  situation 
is  traceable  through  the  bank's  recordkeeping  system 

•  Loan  (oiiaterai.  The  security  pledged  for  the  loan,  if  any. 
may  be  an  unknown  asset 

•  Downpayment.  The  loan  proceeds  may  ha\e  been  used  to 
finance  an  asset,  the  downpayment  for  which  came  from 
illegal  funds 

•  Credit  (liedu  and  internal  memoranda.  The  investigations 
done  by  the  credit  department  to  determine  the  risk  for  the 
l)ank  may  lead  the  investigator  to  additional  assets,  loans, 
bank  accounts,  etc. 

In  any  case,  loan  infornialion  leads  to  other  people  and  other 
assets.  For  example,  loan  proceeds  may  have  been  deposited  into 
hidden  accounts  or  these  accounts  may  have  been  used  to  repay  a 
loan.  Loan  documents  may  have  been  co-signed  by  a  |)reviously 
unknown  associate  or  the  suspect  may  have  taken  a  loan  out  for 
someone  else.  Loan  repayments  could  be  (raced  to  previously 
unknown  accounts  or  associates.  Tracing  the  ultimate  disposition 
of  the  loan  proceeds  and  the  ultimate  source  of  the  loan  repay- 
ments is  a  vital  technique  for  the  trained  investigator. 

Cashier's  Checks,  Certified  Checks,  Traveler's  Checks, 
and  Money  Orders 

These  linancial  instruments  retiiiire  special  handling  by  a  bank 
because  they  involve  various  departments  inside  the  bank. 


Cashier's  (hMks  are  cliecks  drawn  by  the  hank  on  its  own  funds 
and  are  issued  by  an  authorized  officer  of  the  bank.  The  bank 
employee  will  ask  the  customer  to  designate  a  remitter  (person 
purchasing  the  check)  and  ;i  payee  in  order  to  fill  in  these  lines 
on  the  check.  A  (Crtified  (h«(k  is  a  check  where  the  bank  guaran- 
tees that  there  are  sufficient  funds  on  deposit  for  that  particular 
check.  A  money  order  is  a  negotiable  instiument  that  ser\es  as  a 
substitute  for  a  check.  The  money  order  is  issued  for  a  specific 
amount  of  payment  and  the  customer  fills  in  the  name  of  the  pur- 
chasei-  and  payee.  The  bank  employee  imprints  oidy  the  amount 
of  payment.  A  traveler's  <he<k  is  an  internationally  redeemable 
draft.  It  is  purchased  in  various  denominations,  such  as  S2().00. 
850.00.  and  SIOO.OO.  and  is  only  valid  with  the  holders  own 
endorsement  against  his  or  her  original  signature. 

Investigative  analysis  of  the  bank  checks  described  above 
follow  the  "proof  process"  if  they  were  deposited  into  or  pur- 
chased In  withdrawal  from  a  known  account.  If  these  documents 
were  purchased  with  currency  or  checks  drawn  on  an  unknown 
account,  locating  Uiem  is  significantly  more  difficult.  In  most  situ- 
ations, retrieval  recjuires  a  hand  search  of  each  bank  check  writ- 
ten, which  is  a  veiy  labor  intensive  process.  In  the  alternative. 
interriewing  hank  employees  in  an  attem{)t  to  pinpoint  the  transac- 
tion date  and  the  amount  may  prove  more  successful.  If  the  sus- 
pect goes  to  the  same  bank  and  uses  the  same  bank  officer  or 
teller  to  complete  his  or  her  bank  transactions,  these  |)eople  may 
be  able  to  assist  in  narrowing  the  search  for  the  retrieval  of  the 
bank  checks  at  issue. 

Currency  Transactions—  Currency  Exclianges 
and  tlie  Casliing  ol  Tliird>Party  Cliecks 

Documenting  the  movement  of  money  involved  in  a  |)nre  currency 
exchange  i>  difficult.  (auTency-fi)r-currency  cNchange  transac- 
tions generally  leave  no  |)apcr  trail  inside  the  bank  system  unless 
the  amount  exceeds  the  SiO.OOO  and  then  a  (.'\  \\  must  be  filed. 
The  best  source  of  information  is  the  Icsliiiionial  recollections  o( 
bank  personnel. 

\  third-party  check  is  a  check  that  die  payee  endor>es  to 
another  parl>.  It  can  he  lra<'ed  b\  the  hanks  "proof  s\ stem'"  ij 
the  third  parl\  is  a  legitimate  entity.  Financial  inslilulions  rou- 
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tinely  require  two  fomis  of  identification  to  casli  a  check,  but  if 
the  check  is  made  payable  to  a  fictitious  third  party  and  is 
cashed  using  false  identificalion.  the  proof  system  is  unworkable. 
When  this  situation  occurs,  the  only  alternative  is  to  contact  the 
entity  who  originated  the  check. 

Wire  Transfers—  Electronic  Transfers 

There  is  nothing  mysterious  about  a  wire  transfer.  Records  detail- 
ing both  ends  of  the  transaction  should  be  available  either  from 
the  bank  of  origin  or  destination,  or  both.  Out-of-the-countiy  (off 
shore)  wire  transfers  can  cieate  a  retrieval  problem  depending  on 
the  countiy  involved.  Various  "liaven  countries"  arc  known  to 
offer  a  legal  and/or  economic  climate  '"'^r  laundering  money  or 
hiding  illegally  gotten  profits.  These  are  often  located  in  the 
Caribbean  and  other  areas,  and  restrict  dissemination  of  this  type 
of  financial  information.  Vi  hen  money  is  moved  by  a  wire  transfer 
and  neither  the  source  of  the  funds  nor  the  date  of  the  transfer  is 
known,  retrieval  of  any  identifying  information  is  veiy  difficult. 

Safe-Deposit  Boxes 

Financial  institutions  rent  or  lease  storage  facilities  in  secured 
areas  of  the  bank  to  its  customers.  The  safe-deposit  box  rental 
agreement  indicates  the  date  the  box  was  first  rented  and  the 
identity  of  the  renter,  however,  bank  records  will  not  reveal  tiie 
(•(intents  of  the  box.  An  entiy  log  maintained  by  the  bank  shows 
the  date  and  times  of  visits  to  the  box  and  also  reports  the  identity 
of  the  visitor.  This  information  may  have  significant  investigatoiy 
imi)()rtance.  For  examph^  records  of  entiy  into  a  safe-dejjosit  box 
can  corroborate  testimony  relating  to  the  receijjt  of  illegal  cur- 
rencv  or  the  proceeds  from  illegal  activities. 

Banic  Credit  Cards 

Since  many  banks  offer  credit  cards  to  their  customers,  cliarge 
slips  and  repayment  i'ifi)rination  relating  to  these  cards  might  be 
available.  The  financial  investigator  may  fuid  leads  to  purchases 
of  jeweliA.  cars,  fins.  etc.  through  these  records. 


Questions  obout  Bank  Records 

Before  discussing  other  types  of  financial  institutions  as  sources 
of  information,  the  following  two  items  concerning  the  retrieval  of 
financial  records  should  he  addressed: 

How  easy  is  it  for  an  invostigator  obtain  to  financial  records 
from  a  financial  institution? 

As  was  stated  in  Chapter  4,  the  most  knowledgeable  source  of 
financial  information  are  the  suspects  targeted  for  investigation. 
Just  as  they  have  the  answers  to  questions  relating  to  guilt  or 
innocence,  ihey  also  have  custody  of  financial  records  of  impor- 
tance to  the  investigator.  Suspects  are  the  customers  of  banks,  the 
applicants  for  loans,  and  the  purchasers  of  the  securities. 
Therefore,  tliey  possess  the  original  records  relating  to  the  money 
movement.  By  asking  for  these  records,  the  investigator  can  gain 
access  to  this  otherwise  restricted  information. 

Financial  institutions  restrict  access  to  records  of  money 
movement.  The  Bank  Secrecy  Act  and  the  Right  To  Financial 
Privacy  Provisions  of  Federal  law  restrict  open  dissemination  of 
financial  information  to  law  enforcement.  Accordingly,  without 
the  individual  customers  permission,  banks  are  forbiilden  to  pro- 
\ide  financial  records  to  anyone,  except  when  they  are  legally 
compelletl  to  do  so.  Banks  are  also  required  to  notify  the  customer 
of  any  request  unless  legally  told  not  to.  Such  legal  compulsion 
can  take  the  form  of  subpoenas,  summonses,  or  court  t)rders.. 

While  financial  institutions  cannot  provide  documents  or 
access  to  infonnatioii  in  the  customers  account,  except  in  accor- 
dance with  the  law,  they  can  notify  the  Goveinment  of  the  exis- 
tence of  relevant  information  in  those  records.  The  law  states, 
"nothing  in  this  chapter  shall  preclude  any  financial  institution, 
or  any  officer,  employee,  or  agent  of  a  financial  institution  from 
notifying  a  (Government  authority  that  such  institution  or  officer, 
employee,  or  agent  has  infonnatioii  which  may  be  relevant  to  a 
p()ssil)le  violation  of  any  statute  or  regulation."' 

in  other  words,  if  a  financial  institution  has  iiilbrmatioii  or  a 
belief  that  infomiation  exists  relating  to  a  violation  of  a  Federal 
statute  or  regulation,  they  can  contact  the  C.overnment  (or  agency 
charged  with  re.'^ponsibilily  for  compliance)  and  tell  them  that 
such  iiiforinalion  exists,  it  is  up  to  the  Feileral  agency  to  go 
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through  the  hoops  to  get  tlie  proper  authority  for  dissemination  of 
tlie  records. 

How  long  is  a  finomioi  institution  roquirod  to  maintain  (us- 
tomer  roiords? 

The  Bank  Secrecy  Act  requires  financial  institutions  to  keep 
certain  records  of  customer  transactions.  United  States  Treasury 
Regulations  implementing  the  Bank  Secrecy  Act  provide,  in  part, 
that  an  original,  microfilm,  or  other  copy  or  reproduction  of  most 
checking  account  deposits  and  savings  accounts  records  must  be 
retained  for  5  years.-  The  records  must  include  the  following: 

•  Signature  card 

•  Statements,  ledger  cards,  or  other  records  disclosing  all 
deposits  and  withdrawals 

•  Copies  of  both  sides  of  customer  checks,  bank  draft  money 
orders,  and  cashier's  checks  drawn  on  the  bank  or  issued 
and  payable  by  it 

In  addition,  banks  must  retain,  for  a  2-year  period,  all  records 
iiecessan'  to: 

•  Reconstruct  a  customers  checking  account.  These  records 
must  include  copies  of  customers*  deposit  tickets. 

•  Tiace  and  supply  a  descri[)tion  of  a  check  deposited  to  a 
customers  checking  account. 

The  requirements  listed  above  apply  only  to  checks  and 
deposits  in  excess  of  8100.  Most  banks,  however,  find  it  cheaper 
to  microfilm  all  such  records  including  checks  and  deposits  of 
less  than  SlOO  rather  than  sort  their  records.  The  Bank  Secrecy 
Act  also  requires  financial  institutions  to  retain  a  record  of  any 
extension  of  credit  over  S.^,()00  as  well  as  every  transfer  of  more 
than  SI 0.000  outside  the  United  States. 


Brokerage  Firms  as  a  Source  of  Information 


To  analyze  stock  accounts,  an  investigator  must  possess  a  knowl- 
edge of  the  different  types  of  brokerage  transactions  and  terminol- 
ogy related  to  the  field.  There  are  two  basic  types  of  brokerage 
markets:  securities  and  commodities.  The  securities  marlcet 
involves  buying  and  selling  of  stocks  and  bonds.  The  <ommodi* 
ties  marliet  involves  buying  and  selling  of  produced  goods,  such 
as  grain,  livestock,  gold,  or  timber.  Both  markets  operate  under 
similar  structures,  but  the  terminologies  may  differ  somewhat. 

Fundamentals  off  Securities 

People  who  own  sto<lc  own  part  of  the  corporation  issuing  the 
stock.  A  person's  ownership  is  represented  by  the  number  of 
shares  that  he  or  she  owns.  The  shares  are  a  claim  on  the  corpora- 
tioiis  assets  and  earnings.  A  bond  is  any  interest  bearing  or  dis- 
counted government  or  coiporate  security  that  obligates  the  issuer 
to  pay  the  bondholder  a  specified  sum  of  money,  usually  at  spe- 
cific intervals,  and  to  repay  the  amount  of  the  loan  at  maturity. 

Sto<lts 

When  a  corporation  is  formed,  capital  Steele  may  be  issued. 
Capital  stock  is  stock  that  is  authorized  by  the  company's  charter 
and  represents  ownership  of  the  cor|)oration.  Each  stockholder  is 
entitled  to  a  stock  certificate  showing  ownership  of  a  specified 
number  of  shares  of  stock  in  the  corporation.  There  are  two  prin- 
cipal classes  of  stock,  common  and  prefened.  Cemmon  ste<k  are 
iuiits  of  ownership  that  allow  the  owner  to  receive  dividends  on 
his  or  her  holdings.  A  dividend  is  a  distribution  of  earnings. 
Preferred  sto<k  is  so  called  because  of  the  preferences  granted  to 
its  owners.  One  preference  concerns  dividends.  If  a  c()r|)oralion 
declares  dividends.  th(^  preferred  stockholders  will  receive  their 
dividend  before  common  stockholders.  Preferred  stock  does  not 
ordinarily  carry  voting  rights.  If  a  corporation  is  authorized  to 
issue  only  one  class  of  stock,  it  is  common  stock  that  is  autho- 
rized. The  number  of  shares  authorized  by  a  company's  charter 
can  be  changed  by  formal  approval  of  the  stockholders. 

Shares  issued  and  subse(|ueiitly  reac(|uired  by  the  corporation 
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through  purchase  or  donation  are  referred  to  as  trMSUry  stO<k. 

Treasur)'  stock  cannot  be  voted  and  it  pays  or  accrues  no  divi- 
dends. Th.e  number  of  shares  of  stock  that  a  corporation  has  out- 
standing will  always  equal  the  number  of  shares  issued,  less  the 
number  of  shares  of  treasury  stock. 

If  a  stockholder  desires  to  buy  more  stock,  it  is  not  necessary 
to  obtain  the  permission  of  the  corporation.  The  stockholder 
acquires  it  privately  or  by  purchase  in  the  open  market. 
Conversely,  if  a  stockholder  desires  to  sell  shares,  he  or  she  can- 
not tlemand  that  the  corporation  buy  back  the  stock.  Instead,  the 
stockholder  is  free  to  seek  a  buyer  for  the  stock  either  in  the  open 
market  or  by  private  sale. 

After  the  sale  terms  have  been  agreed  upon,  the  mechanics 
are  simple.  The  seller  signs  his  or  her  name  on  the  back  of  the 
stock  certificate  and  delivers  it  to  the  buyer  or  the  buyer's  broker. 
A  record  of  all  outstanding  stock  certificates  is  kept  by  the  corjio- 
ralion  or  by  its  duly  appointed  transfer  agent,  usually  a  coitimer- 
cial  bank  appointed  by  the  corporation.  The  transfer  agent 
records  the  names  anil  addresses  of  the  stockholders  and  the 
number  of  shares  owned  by  each.  After  determining  that  an  old 
stock  certificate  is  in  proper  form  for  transfer,  the  transfer  agent 
issues  a  new  certificate  to  the  new  owner.  Most  companies  have  a 
registrar  whose  duty  is  to  double  check  the  actions  of  the  transfer 
agent  to  prevent  imprt)per  issue  of  stock  or  fraudulent  transfer. 

Dividends 

A  corporation  may  pay  a  dividend  in  cash,  stock,  or  property. 
When  casll  dividends  are  paid,  the  company  or  its  dividend  dis- 
bursing agent  (usually  a  bank),  sends  checks  to  all  stockholders 
whose  names  appear  on  tlie  books  of  the  company.  When  cash 
dividends  are  distributed  they  are  paid  in  terms  of  so  much  per 
share. 

Some  companies,  in  order  to  conserve  cash,  pay  a  dividend  in 
their  own  stock.  A  stocll  dividend  is  usually  stated  as  a  pere(>nt- 
age  of  the  outstanding  shares,  up  to  a  maxiimmi  of  25  percent. 

W  hen  a  coiporation  pays  a  property  dividend  it  is  usually  in 
the  form  of  stoi-k  of  another  corporation  which  has  been  a(  (|nire(l 
lor  investment  or  some  other  purpose. 


Bonds 

When  a  coqwration  or  governmental  unit  wishes  to  borrow  money 
for  some  period,  usually  for  more  than  5  years,  it  will  sell  a  bond 
issue.  Each  bond  is  generally  of  S1,000  denomination  and  the 
certificate  issued  serves  as  evidence  of  a  lean  from  the  bond- 
holder to  the  corporation  or  governmental  unit.  A  bond  pays  a 
stated  rate  of  interest  and  matures  on  a  staled  date.  On  that  date, 
a  fixed  sum  of  money  will  be  repaid  to  the  bondholder. 
Bondholders  do  not  have  corporate  ownership  privileges  as  stock- 
holders do. 

There  are  several  different  types  of  bonds.  Some  are 
described  below. 

•  Corporate  Bond.  A  corporate  bond  is  issued  by  private  cor- 
porations such  as  railroads,  public  utilities,  and  industrial  corjio- 
rations.  They  are  registered  bonds,  that  is,  they  are  bonds 
registered  in  the  name  of  the  liolder  on  the  books  of  the  issuer  or 
the  issuers  registrar  and  can  be  transfened  to  another  owner  only 
when  endorsed  by  the  registered  owner. 

•  Municipal  Bond.  A  municipal  bond  is  an  obligation  oi  a 
state,  county,  municipality  or  any  agency  thereof.  By  statute,  all 
municipal  bonds  issued  after  July  1.  1983.  are  registered.  The 
interest  accrued  on  a  municipal  bond  is  free  from  Federal  taxes. 

•  U.S.  Governmont  Obligations: 

Treasury  Bills.  T-Bills  are  short  term  securities  with  maturi- 
ties of  one  year  or  less  (13  weeks.  26  weeks,  and  52 
weeks).  They  do  not  pay  a  fixed  rale  of  interest  and  they  are 
issued,  and  subsequently  traded,  at  a  discount  from  face- 
value.  No  certificate  is  issued:  the  purchase  and  payment 
are  strictly  accounting  entries.  T-Bills  are  issued  in  mini- 
mum denominalions  of  SlO.OOO  with  S5,00()  increments. 

Treasury  Notes.  T-jNoIcs  arc  intermediate  securities  with 
maturities  from  one  to  ten  years  and  are  issued  in  denomi- 
nations ranging  from  .S1.(M)()  to  .SI  million,  or  more.  They 
cam  a  fixed  interest  rate  and  are  issued  and  traded  at  face 
\  alue  or  at  a  percentage  of  their  face  value. 


•  Treasury  Bonds.  T-Bonds  are  long-term  bonds  with  maturi- 
ties of  10  years  or  longer  (usually  25-40  years).  They  carry  a  fixed 
interest  rate  and  are  issued  and  traded  as  a  percentage  of  their 
face  value.  Minimum  denomination  is  $1,000. 

Not  only  are  there  different  types  of  bonds,  there  are  also  the 
following  classifications: 

•  Registered  Bond.  The  name  of  the  owner  of  a  registered 
bond  appears  on  the  bond  certificate.  The  owner's  name,  is  also 
recorded  on  the  proper  corporate  records  (usually  maintained  by 
a  registrar  and/or  transfer  agent).  Interest  on  the  bond  is  paid  by 
check  directly  to  the  registered  holder.  While  a  registered  bond 
possesses  limited  negotiability,  it  has  the  advantage  of  protecting 
the  owner  in  the  event  of  its  loss. 

•  Coupon  Bond.  A  coupon  bond  has  coupons  attached  to  the 
bond  certificate,  one  coupon  for  each  interest  payment  due  during 
the  life  of  the  bond.  The  interest  is  payable  to  whoever  turns  in 
the  (;oupon,  whether  or  not  that  person  initially  bought  the  bond. 
The  holiler  of  the  coupons  is  the  bonds  legal  owner,  hence  the 
term  "bearer  bond." 

•  Registered  Coupon  Bond.  With  a  registered  coupon  bond, 
the  name  of  the  owner  appears  on  records  maintained  by  a  regis- 
trar and/or  transfer  agent.  The  interest  coupons  attached  to  the 
bond  certificate  do  not  contain  the  name  of  the  owner  and  are 
payable  to  the  bearer.  Registered  coupon  bonds  are  registered  for 
the  principal  only,  not  for  interest. 

Organized  Securities  Exchanges 

Securities  exchanges  or  stock  exchanges  neither  buy  nor  sell 
securities  themselves.  An  exchange  functions  as  a  central  mar- 
ketf)lace  and  provides  facilities  for  executing  orders.  Member 
brokers  representing  buyers  and  sellers  carry  out  these  transac- 
tions. 

The  two  major  exchanges  are  the  New  York  Stock  FAchange 
(NYSK)  and  the  American  Stock  Kxcliange  (AMKX).  both  located 
in  New  York  City.  While  there  are  approximately  a  dozen  addi- 
tional regional  exchanges  (Midwest.  Pacific  Coast,  Philadelphia- 
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Baltimore-Washington,  etc.),  the  NYSE  and  AMEX  togetlier  han- 
dle more  than  90  percent  of  the  trading  done  throngh  organized 
exchanges. 

If  a  security  is  to  he  traded  on  an  exchange,  the  issue  must  he 
approved  for  listing  by  that  exchange.  Securities  traded  on  the 
NYSE  or  AMEX  may  also  he  listed  and  traded  on  a  regional 
exchange.  ho\ve\er.  no  security  is  listed  on  hoth  the  NYSE  and 
AMEX. 

Over-the-Counter  Market 

The  over-the-counter  securities  market  handles  most  of  the  sec  u- 
rities  transactions  that  take  place  in  the  United  States,  hi  fact,  its 
operations  are  so  extensive  that  the  easiest  way  to  descrihe  it  is  to 
indicate  what  it  does  not  do  in  securities  transactions.  The  over- 
the-counter  market  does  not  handle  the  purchase  or  sale  of  sec  u- 
rities  that  are  listed  on  securities  exchanges,  hut  it  handles 
even  thing  else  in  the  way  of  securities  transactions.  Thus,  securi- 
ties not  listed  on  a  securities  exchange  are  "unlisted."  that  is. 
traded  over-the-counter. 

Manv  different  types  of  securities  are  traded  over-the-counter. 
They  include  the  following: 

•  Bank  stoc  ks 

•  Insurance  company  stocks 

•  L  .S.  (iovermuent  securities 

•  Municipal  honds 

•  ()|)en-end  inveslment  company  shares  (mutual  iunds) 

•  Most  corporate  honds 

•  Stocks  of  a  large  nnmher  of  industrial  and  utility  corpora- 
tions, including  nearly  all  new  issues 

•  Securities  of  many  foreign  corporations 

The  over-the-coiuiter  market  is  not  located  irr  any  one  central 
place.  Rather,  it  consists  of  thousands  of  sec  urities  houses 
located  in  hundreds  of  different  cities  and  towns  all  over  the 
L  iiited  States.  These  securities  houses  are  called  brokers  or 


116 


dealers  and  are  engaged  in  buying  and  selling  securities  usually 
for  their  own  account. 

Ownership  of  Securities 

There  are  two  principal  ways  securities  are  held,  in  the  name  of 
tlie  account  liolder  or  in  street  name.  In  the  iirst  instance,  the 
securities  owned  simply  reflect  the  name  of  the  customer  who 
maintains  the  account.  When  securities  are  held  in  a  street  name, 
thev  are  registered  iti  the  name  ol  the  hroker. 

Fundamentals  of  Commodities 

\\  here  the  stock  market  is  involved  with  the  buying  and  selling  of 
shares  in  corporations,  the  commodities  market  is  generally 
involved  with  buying  and  selling  commonly  accepted  quantities 
of  marketable  materials.  Things  sold  on  the  commodities  market 
iiudude  soy  beans,  wheat,  corn,  pork  bellies,  rice.  gold,  silver, 
and  many  more  too  numerous  to  nuMition.  In  the  conuuoditics 
market,  the  basic  instrument  of  exchange.' is  called  the  futures 
contract.  A  futures  contract  is  a  legally  binding  conunitmeiit  to 
make  delivery  (sell)  or  take  deliven  (buy)  of  a  given  quantity  and 
(jualily  of  a  conunodity  at  a  contracted  price  and  date.  Virtually 
everv  tvpe  of  marketable  item  is  sold  on  the  commodities  market. 

Organized  Commodity  Exclianges 

In  general,  futures  contracts  are  bought  and  sold  on  commodities 
exchanges.  Commodities  excdianges  arc  similar  to  stock 
exchanges  in  that  they  function  as  central  marketplaces  and  pro- 
vide facilities  for  executing  buy  and  sell  orders.  Two  major  com- 
modities exchanges  are  the  Chicago  Hoard  of  Trade  aiul  the 
Chicago  Mercantile  Kxcbange.  Other  L.S.  (ommodities 
exchanges  are  located  in  New  ^ork.  Miiuu-apolis.  atui  Kansas 
Citv.  The  exchanges  do  not  enter  into  the  trading  of  contracts  or 
establishment  of  contract  prices. 

Actual  trading  of  futures  contracts  is  done  "on  the  floor"  of 
the  exchange  by  exchange  members.  Thcri'  are  specific  rules  gov- 
erning the  trading  of  futures.  All  contracts  arc  staiulardized 
regarding  size.  date,  and  deliven  terms.  Basically,  the  price  of 
the  contract  is  the  sole  variable,  aiul  this  is  lu'gotiated  at  the 
exchange.  Buying  or  selling  a  futures  contract  does  not  mean  that 


ail  investor  necessarily  accepts  or  makes  delivery  of  the  actual 
commodity  (although  legally  obligated  to  do  so).  The  primary 
means  of  fulfilling  one's  obligation  under  the  contract  is  to  enter 
into  an  offsetting  contract.  This  legally  cancels  the  outstanding 
obligation. 

Available  Documentation 

A  broker  is  an  agent  who  handles  the  publics  orders  to  buy  and 
sell  securities  and  commodities,  usually  for  a  commission.  A  bro- 
ker may  be  a  corporation,  partnership,  or  individual  and  is  often  a 
member  of  a  stock  exchange  or  a  member  of  a  stock  exchange 
vSecurities  fimi.  A  registered  representative,  also  known  as  a  secu- 
rities salesperson,  account  executive,  or  just  plain  broker,  person- 
ally places  I'ustomers'  orders  and  maintains  their  accounts.  While 
commonly  refened  to  as  a  bioker,  a  registered  representative  is 
usually  an  employee  of  a  brokerage  firm  rather  than  a  member. 

The  broker  or  brokerage  fimi  can  furnish  virtually  all  source 
documents  relating  to  securities  and/or  commodities  account 
activity.  The  principal  documents  available  are: 

•  An  application  for  an  account.  This  document  is  prepared 
by  the  customer  when  opening  of  an  account.  It  includes  personal 
data  and  some  financial  information  such  as  bank  reference, 
credit  checks  periormed,  etc. 

•  Customer  account  cards.  This  card  is  kept  in  the  broker's 
personal  files  for  reference.  The  broker  records  all  transactions 
conducted  for  the  customer  on  this  card.  A  sample  card  is  shown 
on  the  next  page. 
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Client 


Anthonv  Benidect 


Account  number  40-3801 


Home  address  1229  Springtide  Place,  N\V  Home  telephone  (202)555-7896 

Washington.  DC  20001 

Business  address        94  West  Avenue  Business  telephone  (703)555-3654 
Sterling.  VA  22170 

Investment  objective  Growth 

Special  interests  None 


Description 

Dote 

Bought 
#Share 

Price 

Dote 

Sold 
#Sliore 

Price 

Approximote 
Profit  loss 

Kingman 

6/4 

10 

22  y.: 

6/20 

10 

17  M 

S.54 

n 

6/17 

12 

23  M 

8/1 

20 

17  % 

Dane  Ind. 

10/2 

40 

\b% 

10/15 

40 

23  1/ 

S28() 

Kingman 

10/4 

6 

19  X 

Bremer  Co. 

11/7 

22 

20  /. 

•  Signature  card.  A  sigiiaUiie  caicl  slums  who  has  aulliorily 
to  c'oiuluc'l  transactions  on  tlie  account. 

•  Securities  receipts.  These  recei|ils  aie  issued  to  a  customer 
when  he  or  she  dehvers  securities  to  the  Inoker  for  sale. 

•  Casil  receipts.  These  receipts  are  issued  to  a  customer 
when  he  or  she  dehvers  currency  to  the  broker. 

•  Confirmation  slips.  Confirmation  slips  are  issued  to  a  cus- 
tomer to  show  the  type  of  transaction  (huy  or  sell)  and  the  amount 
involved  in  the  transaction. 

•  Securities  delivered  receipt.  This  receipt  is  signed  hy  the 
customer  when  a  securities  purchase  is  actually  delivered  to  the 
customer. 

•  Brokerage  account  statement.  The  hrokt-rage  account 
statement  is  usually  issued  on  a  monthly  basis  and  provides  infor- 
mation on  all  transactions  conducted  during  the  period.  It  lists  all 
purchases  and  sales,  the  natne  of  the  securitv.  the  number  of 


units,  the  amount  per  unit,  the  total  amount  of  the  transaction,  the 
account  balance,  payments  received  from  the  customer,  disbiirse- 
ments  to  the  customer  (usually  with  the  check  number  issued), 
and  the  customers  position  (securities  that  are  held  by  the  bro- 
kerage firm  for  the  customer).  A  sample  statement  is  shown 
below. 


Roberts  and  Company  Incorporated  Meml)er  New  \ork  Stock  Kxcliange —  American  Stock  Kxcliaiigc 

1485  1  Street.  NW,  Washington.  DC  2(KXX) 
(202)  5.S5-4.S00 


Entry 
Dote 

Bought  or 
Received 

Sold  or 
Delivered 

Description 

Price  or  Entry 
Description 

Amount  Amount 
Debited  Oedtted 

02/12 

100 

Overton  Airlines 

Sec  Rec 

02/12 

100 

Overton  Airlines 

9% 

S9.36..30 

02/14 

100 

Polk  (]oq). 

41  'A 

84,098.20 

02/1.5 

Funds 

Cash  Dsl. 

S5.034..50 

02/1.5 

1(K) 

Weber  (loq). 

36  % 

.?3,624.60 

02/15 

1(K) 

Vi'eher  Coq>. 

Sec  Re( 

02/15 

KM) 

Oare.  Inc. 

Sec  liec 

02/23 

100 

Dare.  Inc. 

84  M 

S8.412.,50 

02/28 

Closing  Balance 
Position 
None 

SI  2.037. 10 

Mr.  Anthony  Benidect  02/28/92  W-MO\  1 

122<)  Springtide  Place,  \\\  Pi-rioil  Knding         Account  Page 

Washington.  1)C2(M)01  Numher 


\\  lien  u  subject  purchases  stock,  he  or  she  usually  has  the 
()t)tioii  of  taking  "delivery"  of  the  certificates  from  the  broker  or 
leaving  them  in  the  brokers  custody  for  possible  future  sale.  A 
person  active  in  trading  usually  keeps  all  stock  with  his  or  her 
broker.  If  the  customer  takes  delivery  of  the  certificates,  the  num- 
ber of  shares  would  be  noted  in  the  "sold  or  delivered"  column, 
and  the  "dote"  coluiuii  would  show  the  date  of  delivery.  TIh' 
same  holds  true  if  a  customer  delivers  stock  certificates  to  the 
broker  for  sale,  excet)t  the  lumiber  of  shares  would  be  placed  the 
"liouglit  or  received"  column. 


Other  Financial  Institutions 


Banks  ami  brokerage  firms  are  not  the  only  financial  institutions 
where  financial  transactions  occur.  Let's  take  a  look  at  two  other 
Ivpes  of  financial  institutions  and  see  what  information  they  can 
provide  to  the  financial  investigator. 

Western  Union 

A  financial  transaction  conducted  with  a  Western  Union  money 
order  creates  the  following  three  documents: 

•  The  original  application  prepared  by  the  purchaser  or  sender 

•  The  original  request  for  payment  prepared  by  the  recipient  of 
the  funds 

•  The  bank  draft  drawn  by  V^Vstern  Union  payable  to  the  person 
receiving  the  money 

The  canceled  drafts,  aftei-  clearing  through  banking  channels, 
are  united  with  the  original  telegram  applications  and  sent  to  the 
St.  Louis.  Missouri  office  for  storage  under  the  jurisdiction  of  the 
nionev  order  auditor.  These  records  (ex(  (^pt  for  money  orders  over 
SI. 000)  are  destroyed  after  three  years. 

Casinos 

Casino  operations  maintain  extensive  finaiu-ial  information  con- 
cerning the  movement  of  money.  Their  records  represent  a  blend 
of  information —  bank  account  statements,  credit  card  and  loan 
applications,  and  hotel/room  service  documentation.  Since  the 
casino  industi-y  is  Covernment  regulated,  currency  movements  in 
excess  of  S10.()(K)  (purchase  of  chips  or  redemption  of  wimiings) 
must  be  reported  to  the  U.S.  Treasuiy  Department  via  a  Currency 
TrariMirtion  Report  In  Caxinos.  Form  H:i62.  A  sample  Form  KMrl 
is  found  on  the  next  page. 
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Currency  Transaction  Report  by  Casinos 

Rl«  •  Mparato  Form  SXt  for  MCh  Irantaction.  PtUM  typo  or  print 
(Compit*  III  tppMcttUt  pirtt—stt  Instnjction^ 


0MB  No. 


IndMdual  or  Orginlzatlon  for  Whom  Thlt  TmnMcMon  Ww  Coniptrtti 


mdividiitrs  last  name 

First  name 

MUcM  mmai 

Social  secu'tty  number 

Organtzation's  namo 

Emptoyer  iOent.ficatKin  nivnber  {ElNl 

PttSDori  nbmcer 

Country 

Add'wc  <rxjnt>er.  street  aio  apt  c  suite  no . 

Occupation,  profession,  or  b  jsinass 

Alien  regtstrttion  r  jtioer 

Country 

Crty 

State 

2lP  COfle                       Oxntry  (if  POl  U 

cytvfr's  icerve  (number  rxi  state} 

Idantity  of  Individual  Conducting  th*  Transaction  (Compiete  only  If  an  agent  conducts  a  transaction 


Lwt  namo 

Frst  TfiTie 

M<ldle  -nit .41 

Soc:«.  securty  rxjuber 

Address  indr^ber.  st^t.  vd  apt.  or  Suite  no.) 

Passpofi  rxj'nber 

Country 

Mien  regvt'ator  number  j  Country 

Cly 

j  Stata 

i 

Zip  code 

Courtly    not  U  S.) 

Dnwr's  iicerse  (number  and  state) 

Patron's  Account  or  Recaipt  Number  ¥■ 


Description  of  Transaction 

(t  more  space    needed,  attach  a  separate  schedule  and  check  th.sbox 


□ 


1    Typ*  of  tnnuction.  Chock  Iho  appiltvble  boxoa  to  itoicriM  transaction. 

a  □  CuTency  eichange  (currency  (cr  currency) 
b  CASH  IN. 

(1)  □  Deposit  (front  arO  sa'eKeeping)    (3)  □  Check  purchased  (see  item  6  Below)     (5)  □  Coi'ect.on  on  account 

(2)  □  Cnips  purchased  (4)  C  Wke  transV  ol  funds  (8)  G  Other  cash  n  

c  CASH  OUT:  (speely) 

(1)  O  WithOrawai  0'  deposit  (front  and  safckcep  ngi       (3)  □  Ch'DS  redoemed         (5)  U  Other  cash  ou-.  . . 

(2)  □  ChecK  cashed  (see  item  6  oetow)  (4)  C  Credit  advance 


(specityi 


2    Total  annount  o*  cur'ency  transactwr  (m 
US  doKys; 


00 


3  Amotint  r  item  2  m  S100  Mts  or  mghet  ]  4  Date  of  transaction  (month,  day.  and  year) 

I 

$  .00 


5  If  other  than  U.S  currency  is  involved,  please  furnish  the  foltowing  infomnatidn 
Currency  name 


Country 


Total  amount  of  each  foreign  ctmerKy  fir^  U  S  doHars) 
$  00 


8    If  a  cnecK  was  irvoNed  ir  this  transact-on.  please  furnish  the  toiiowlrig  irfomiation  (see  ihStojcttons)- 


Oat*  of  check 

Amcunt  ol  check  (in  U  S  dollars) 
S  .00 

Payee  of  check 

Maker  of  chec< 

Drawee  Dank  ard  city 

Casino  Reporting  the  Financial  Transaction 


Name 


EniB:oyer  identificatton  number  (EIN) 


Address  (number,  street  and  apt.  c  suite  To)  wliere  Iransactkxi  occurred 


City 


State 


ZIP  coda 


Sign 
Here 


iCaaro  ri'Dtoyee  iriro  haio'ed  trie  ttansacKr) 
ICa»no  oftc  ai  'tv  twir^  and  approvirg  the  FofiT-  836PI 


(Title) 


lOtlel 


For  P«parwo»1<  Baductkm  Act  Nottca.  laa  back  of  form. 


cat  f40  67291 ; 
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BEST  COPY  AVAILABLE 


This  chapter  describes  the  types  of  financial  information  available 
from  hanks,  brokerage  houses,  casinos,  and  Western  Union.  The 
key  is  to  know  what  information  is  available  and  how  to  interpret 
it.  Seemingly  insignificant  details,  such  as  charges  for  interest  on 
a  bank  statement,  have  resulted  in  resolving  major  financial 
crimes.  Securities  held  in  a  "street  name'"  have  lead  to  the  dis- 
covery of  information  that  has  put  criminals  behind  bars.  High 
rollers  at  "the  tables"  have  h^en  defeated  by  financial  documents 
revealing  their  activities.  Tracing  financial  records  to  and  through 
financial  institutions  is  much  more  than  a  mere  paper  chase. 
^  hether  it  is  a  check,  a  wire  transfer,  a  deposit,  a  sale  of  a  stock 
or  bond,  a  purchase  of  a  marketable  security,  the  movement  of 
money  and  the  paper  trail  which  it  leaves  behind  is.  for  the  finan- 
cial investigator,  "where  the  action  is"  and  the  road  map  of  crimi- 
nal activity. 
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Questions  and  Exercises 


Answer  the  following  questions  then  check  your  responses  with 
those  provided  at  the  l)ack  of  the  book. 


I.  \\  hat  information  does  the  following  check  provide? 


Allison  Henderson 
923  Prosper!  Lane 
KockviUe.  Mar\  land  20854 


I'av  to  tli( 
Or 


874 

68-99_9 
561  ■ 


^lerof"     ■^^(ViiJlU/PVSahJAy'  ^UJ^ftThVCftu/^ 

National  Bank  of  tlie  Nation  ^ 


Dollars 


□  6  71,       □□□□□U7  5DDD  / 


2.  W  hy  is  check  s|)rt'ad  analysis  a  useful  investigative  tool? 


\\.  W  hat  infomiation  surrounding  a  safe-de|)osil  l)o\  is  useful  in  a 
financial  investigation? 


1.  I'or  a  checking  account,  what  records  arc  hanks  re(|uircd  to 
retain  for  5  years? 
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5.  Why  is  it  difficult  to  trace  a  c-urre iic  y-for-currency  transaction? 


6.  What  must  an  investigator  do  to  gain  access  to  a  suspect's 
hank  records? 


7.  What  are  "haven  countries"  and  what  role  do  they  play  in 
financial  investigations? 


B.  \\  hv  is  a  loan  application  a  good  source  of  financial  informa- 
tion? 


9.  W  hat  financial  information  is  ^ivailahle  from  the  following: 


a.  Western  Union 


h.  A  casino 


10.  Distinguish  between  the  following: 


II.  Securities  and  commodities 


b.  Stock  and  bond 


Common  stock  and  preferred  stock 


d.  Transfer  agent  and  registrar 


e.  Coiporate  bond  and  municipal  bond 


f.  Treasur\-  bill  and  treasur\-  bond 


g.  Securities  held  in  owner's  name  and  securities  held  in  street 
name 


1 1 .  Analyze  the  following  three  bank  statements  and  identify  four 
things  an  investigator  will  want  to  follow  up  on. 


Qwdiiiig  AccauRt  S«mmory 


Conewango  Bank 


Account  Number  65432198 


David  Davids 

8  Mockingbird  Ixine 

Hemdon.  Virginia  22070 

Slalt*nit*nl  Pt^riod 
05/01/92-  05/31/92 

Beginning  Balance 

S2  145  98 

Transortion 

Date 

Amounl 
nniwuiii 

BfllmiCA 

Check  176 

05/02 

745.00- 

1 .400.98 

Deposit 

05/02 

1..534..56+ 

2.935.54 

Check  177 

05/09 

57.23- 

2.878.31 

Check  178 

05/13 

152.61- 

2.725.70 

Deposit 

05/15 

1. . 534.56+ 

4,260.26 

Check  179 

05/22 

19..56- 

4.240.70 

Check  180 

05/25 

198.21- 

4.042.49 

Check  181 

,05/28 

2,34.34- 

3.808.15 

Ending  Balance 

S3.808.15 

Oiedcing  Accaunt  Summary  Conewango  Bank 

Account  Number  654.32198 


David  Davids 

8  Mockingbird  Lnie 

Herndon.  Virginia  22070 

Slatenient  Period 
06/01/92-  06/.30/92 

Beginning  Balance 

S.3.808.15 

Transaction 

Date 

Amount 

Bohnco 

Check  182 

06/02 

745.(K)- 

3.063.15 

Deposit 

06/02 

1.534.56+ 

4..597.71 

Check  183 

06/06 

2.(KK).0()- 

2..597.71 

Deposit 

(KVIO 

.").(KH).0()+ 

7..597.71 

Deposit 

06/15 

1.534.56+ 

9.132.27 

Check  184 

06/20 

22.03- 

9,110.24 

Check  185 

06/2.3 

189.13- 

8.921.11 

Ch<>ck  186 

()f)/29 

429.84- 

8,491.27 

Ending  Balance 

.S8.491.27 

Qieddng  Account  Samnrary 


Conewango  Bank 


Account  Number  65432198 


David  Davids 

8  Mockinghinl  Lane  Statement  Period 

Herndon.  Virginia  22070  07/1/92-  07/3 1/92 


Beginning  Bokince 

S8.491.27 

Transoction 

Date 

Anioant 

Balance 

Deposit 

07/01 

1.534.56+ 

10.025.83 

Check  187 

07/04 

5.000.00- 

5.025.83 

Check  188 

07/14 

54.11- 

4,971.72 

Check  189 

07/14 

156.21- 

4.815.51 

Deposit 

07/13 

1.534.56+ 

6.350.07 

C:heck  190 

07/20 

22.46- 

6.327.61 

Check  191 

07/28 

141.69- 

6.185.92 

Check  192 

07/30 

533.37- 

5.652.55 

Ending  Bolance 

85.652.55 

a. 


h. 


c. 


(I. 


1^0 


12.  Why  would  you  be  suspi(;ious  if  you  located  the  following 
deposit  slips? 


DKPOSITTICKKT  '^^J^^^^^ "7,300  00 


Lari-v  r  ox   -■  — Yi  n 

l.lSTl■.ll^:^:K^•^l^(;l.^  '  '  " 

12  Mountain  Drive  

Barriiigton.  Illinois  60005   


n  .  tJul\/  10?2-  nilM.KKi.VlOTIIK.HSIDK  ^  00 

IMfL  ywiif  i-r  19  •    e/v\         '  i>KoniK.iiMi.KK.m 

DKiDsriv  \n^  NOT  H/«Mnm>;  kok  hhikih  vik  vmtiiiiu  w  VI.        ^   /^QOP  oo  M)iimo\vi.i.isri\(, 

I  KSS(  V<ll  HK(.KH  K|l 

"  "MKinSKi-^im.v^ii  HKri-.n'KTrrir'iiKi,)!  iiikdi  NKriiKHwr         TjSOQ  00 

Bank  of  the  Ixiop 


DKPOsrrricKKT 

!                            l-arn.-  Fox 

12  Mountain  Drive 
I                 Harrington.  Illinois  6(K)()5 

(.1  HKKM.^ 

CASH         ,  ■  — 

COIN 

1  ISr(.llK(;KSSIN(MA 

2-001  i 
710 

Date  July  l4   ly  ?'^- 

loiM.  m(HioiiiKii>niK 

dob 

I  vKorilHI  -U'V  Hill  . 

vminiiiN  VI  1  KiiNi.  ! 

IIH'IHI^VH^  Norjff  U  MI.Mtl.K  KIH  nHIKIiniKftiniDln*  \l 

rom. 

!>.»(. V>ll  KKIIKH  HI 

i           '  -^iiA  iiKui.  h'lii  ( \>ii  UK.KH  kh iii  hkmi iuKin 

NH  HKI'IMT 

e,pop  po 

i 

W  liile  Sox  Bank 

•:o7ioooou«:  ouasaqao?"' 

7  a  I  a 

i- 


13.  Inteqiret  the  following  brokerage  account  statement. 


Henry  and  Sons,  Inc  Member  New  York  Stock  Exchange —  Vi'ashington  Stock  Exchange 

920  H  Street.  NW,  Washingtoti,  DC  20006 
(202)  55.5-9700 


Entry 

Bought  or 

Sold  or 

Price  or  Entry 

Amount 

Amount 

Dote 

Rettived 

DeRvtred 

Destription 

Desalption 

Debited 

Credited 

07/18 

2.50 

Lakewood.  Inc. 

5 'A 

81. .'575.00 

07/22 

1000 

K  Engines 

Sec  Rec 

07/22 

100 

Lake/wood.  Inc 

6 

8600.00 

AT  ZOO 

100 

c    ■  1  1 
bniltii.  Inc. 

1  ■ 

I  4  /H 

07/24 

,50 

Lakewood.  Inc. 

6  % 

Sl,0ol.25 

07/30 

200 

Viarren  Inc. 

10 

S2,000.00 

07/.31 

Closing  Balance 

S.5.112..50 

81.631.25 

Position 

None 

Nan(> 

Carritv 

7/31/92 

72-8072 

1 

25  Ch( 

'Isea 

F.aiie.  N.E. 

Period  Ending 

Account 

Page 

Washington.  D.C.  2(K)0 

Number 

Endnotes 

1  United  States  Code.  Title  12,  Section  3403(c).  "Right  to 
Financial  Privacy  Act,"  (Washington,  DC:  U.S.  Government 
Printing  Offic-e,  Superinteiulent  of  Doc  uments) 

2  United  States  Code.  Title  31.  Section  103.31  through  103.37, 
inclusive,  as  staled  in  Title  12.  Section  18291).  (Washington. 
DC:  U.S.  Government  Printing  Office.  Suf)erintendent  of 
Documents) 


CHAPTER 


Tracing  the  Movepittt  $1  Money  through  a  Business 

hapter  5  dealt  with  tracing  the  movement  of 
monev  through  financial  institutions.  In  this 
chapter,  you'll  see  how  an  investigator  traces 
the  movenfient  of  money  through  a  business.  This  skill  requires  an 
understanding  of  business  organizations  and  a  working  knowledge 
of  the  principles  of  accounting.  The  proprietorship,  partnership, 
and  corporation  are  the  predominate  forms  of  business  organiza- 
tion found  in  the  American  economy.  The  composition  and  funda- 
mentals of  each  will  be  addressed  in  this  chapter. 

Accounting  is  the  language  of  business.  It  reports,  classifies, 
and  sinnmarizes  the  effects  of  financial  transactions  upon  a  busi- 
ness. From  the  writing  of  a  check  for  the  purchase  of  raw  materi- 
als, to  the  receipt  of  currency  for  the  sale  of  a  finished  product, 
accounting  maintains  a  record  of  all  business  financial  events. 
Illegal  events  such  as  embezzlement,  insider  trading,  tax  evasion 
and  money  laundering  can  often  be  detected  through  the  analysis 
of  accounting  records.  Accordingly,  a  familiarity  with  business 
books  and  records,  accoimting  systems  and  methods,  financial 
reports,  and  auditing  techniques  becomes  important  to  the  finan- 
cial investigator. 

After  studying  Chapter  6.  you  should  be  able  to: 

•  Describe  the  basic  forms  of  business  organization. 

•  Kxplain  why  a  knowledge  of  accounting  is  important  to  the 
financial  investigator. 

•  Define  or  describe  basic  accounting  terms. 


•  Journalize  transactions. 

•  Post  journal  entries  to  a  general  ledger. 

•  Prepare  a  balance  sheet  and  an  income  statement. 

The  discussion  in  Chapter  5  focused  on  tracing  the  movement 
of  money  to  and  through  financial  institutions.  The  focus  of  this 
c-hapter  is  tracing  the  movement  of  money  through  the  financial 
records  maintained  l)y  a  business.  But  before  we  get  into  that,  a 
discussion  on  the  different  types  of  business  organizations  is  nec- 
essary. It  is  important  that  the  financial  investigator  he  aware  of 
the  "form"  of  the  business  organization  he  or  she  is  investigating. 
A  business  organization's  form  can  be  manipulated  to  conceal 
tnie  ownership  or  financial  interest,  or  to  hide  illegal  activities. 
Also,  the  type  and  complexity  of  a  business's  accounting  system 
c-an  be  affected  by  the  business's  fomi  of  organization. 


Types  of  Business  Organizations 

Consider  the  different  types  of  businesses  that  make  up  today's 
economy:  fast  food  restaurants,  gas  stations,  video  stores,  hospi- 
tals, constniction  companies,  government  agencies,  etc.  There  are 
literally  hundreds  of  thousands  of  businesses.  Luckily,  for  botii 
the  acc-ountant  and  the  financial  investigator,  there  are  not  hun- 
dreds of  thousands  of  different  types  of  rec-ordkeeping  and  organi- 
zation  systems.  Standards  for  recordkeeping  have  been 
established  and  our  legal  system  recognizes  the  following  three 
primaiT  types  of  business  organizations: 

•  Proprietorship 

•  Partnership 

•  Corporation 

Proprietorship 

(ientTally  speaking,  a  proprittorship  (also  known  as  tin*  single  or 
soh-  proprietorship)  is  a  business  own»'d  by  one  p»Mson  who  is 


usually  both  the  manager  and  the  owner.  Historically,  proprietor- 
ships have  been  small  scale  or  localized  operations,  however, 
there  is  no  legal  or  theoretical  limit  to  the  scope.  com[)lexity.  or 
size  of  this  type  of  operation. 

A  proprietorship  is  the  most  common  form  of  business  opera- 
tion and.  as  such,  it  is  the  most  frequent  type  of  business  the 
financial  investigator  will  encounter.  Anyone  who  enters  into  a 
business  u  itliout  designating  an  organizational  type  is  considered 
a  sole  proprietor.  There  are  no  s{)ecial  legal  requirements  to  be 
met  in  starting  a  proprietorship. 

The  sole  proprietor  has  the  advantage  of  making  all  decisions 
and  collecting  all  profits,  but  he  or  she  also  shoulders  all  respon- 
sibilities and  suffers  all  losses. 

Partnership 

In  order  to  become  successful,  a  business  may  require  more 
resources  than  are  available  to  a  single  person.  Specific  knowl- 
edge, skills,  or  management  capabilities  may  be  required  that  one 
person  alone  cannot  supply.  In  these  situations,  and  in  many  oth- 
ers, two  or  more  pe()[)le  combine  assets  and  skills  and  become 
joint  owners  in  a  single  business —  a  partnership.  A  partner  can 
be  a  person,  another  partnership,  or  a  corporation  and.  like  a  pro- 
prietorship, there  are  no  special  legal  requireinetits  to  be  met  in 
starting  a  partnership. 

Partnerships  have  been  in  existence  for  a  long  time.  The 
Knglish  common  law  of  partnership,  from  which  the  American 
svstein  is  derived,  began  as  Roman  law.  The  L  iiiform  Partnership 
Act  (UP.\)  codified  the  majority  of  the  common-law  rules  relating 
to  partnership  actions  and  is  acknowledged  as  the  controlling 
document  for  partnership  activity.  Section  6  of  the  I  PA  defines  a 
partnership  as  "ati  association  of  two  or  more  persons  to  carr\  on 
as  co-owners  of  a  business  for  [jrofit."'  Because  partners  are  co- 
owners,  each: 

•  Has  a  right  to  share  in  the  business  profits  (and  losses) 

•  Has  a  voice  in  management  affairs 

•  Is  a  co-owner  of  the  partnership  property 


Since  a  partnership  involves  two  or  more  persons,  it  requires 
more  structure  than  a  proprietorship.  A  partnership  agreement  is 
essential,  although  it  is  not  a  legal  requirement.  This  agreement 
will  prevent  (hopefully)  future  misunderstandings.  An  agreement 
of  this  type,  generally  known  as  the  Articles  of  Partnership  (see 
page  129).  contains  all  the  terms  pertinent  to  the  fonnation.  oper- 
ation, and  dissolution  of  the  partnership,  including: 

•  The  names  of  the  partners  and  the  partnership 

•  The  name,  location,  and  type  of  business  to  be  conducted 

•  The  effective  date  of  the  agreement  and  the  agreement's 
expiration  date,  if  any 

•  An  agreement  as  to  the  value  of  the  assets  to  be  contributed 
to  the  partnership  by  each  partner 

•  The  duties  and  rights  of  each  partner,  and  the  manner  in 
which  each  partner  shares  profits,  losses,  and  responsibili- 
ties 

•  The  salar)-  to  be  paid  to  each  partner  and  tlie  provisions  for 
terminating  the  partnership 

Additional  fa(;tors  pertinent  to  a  partnership  include: 

•  The  fiduciary  relationship  between  each  partner.  F^ach 
partner  must  maintain  the  highest  standards  of  trust,  good  faith 
and  integrity  when  dealing  with  his  or  her  partners  or  acting  on 
behalf  of  the  partnership. 

•  Agency  relationship.  According  to  law.  each  partner  is  an 
agent  for  all  other  partners.  This  means  that  in  transactions  with 
others,  the  partnership  is  liable  for  the  actions  of  a  partner. 

•  Terminating  the  partnership.  Ending  u  partnership  is  com- 
posed of  two  steps:  dissolution  and  wintling  up.  Dissolution  sets 
the  procedure  into  motion  by  announcing  the  partnership's  inten- 
tions to  close  out  business.  Vt  inding  up  is  the  actual  settling, 
dividing,  and  terminating  the  partnership. 


Articks  of  Portntrshtp 

THIS  CONTRACT,  made  and  entered  into  on  the  lifth  day  of  December.  1989.  by  and  between  Paul  E. 
Blake  and  Richard  T.  Nelson,  both  of  Billings.  Montana. 

\\  ITNKSSKTH:  'i'hat  the  saici  parties  have  this  day  fomied  a  partnership  for  the  purpose  of 
engaging  in  and  conducting  a  wholesale  automotive  supply  business  in  the  city  of  Billings  under  the 
following  stipulations,  which  are  a  part  of  this  contract: 

URST:  The  said  partnership  is  to  continue  for  a  term  of  ten  years  fn)ni  January  1.  1990. 

SKCONl):  The  business  is  to  be  conducted  under  the  firm  name  of  Blake  &  Nelson  at  159  West 
(nlbert  Street.  Billings.  Montana  59101. 

THIRD:  The  investments  are  as  follows:  Paul  E.  Blake,  cash.  S60.000:  Richard  T  Nelson, 
cash.  S60.000.  These  invested  assets  are  partnership  property  in  which  the  equity  of  each  partner  is  the 
same. 

FOURTH:  Kach  p;.rttier  is  to  devote  his  ctitire  time  and  attention  to  the  business  and  to  engage  in 
no  other  business  enterprise  without  the  written  consent  of  the  other  partner. 

FIFTH:  During  the  operation  of  this  partnership,  neither  partner  is  to  become  surety  or  bondsman 
for  anyone  without  the  written  consent  of  the  other  partner. 

SIXTH:  Kach  partner  is  to  receive  an  annual  salary  as  follows:  Paul  K.  Blake.  827.200.00: 
Richard  T.  Nelson.  S26.0()0,(K).  One  twelfth  of  the  annual  salary  is  payable  in  cash  on  the  last  business 
day  of  each  month.  At  the  end  of  each  aimual  fiscal  period,  the  net  income  or  the  net  loss  shown  by  the 
income  statement,  after  the  salaries  of  the  two  partners  have  been  allowt-d.  is  to  be  shared  as  fi)|lows: 
Paul  K.  Blake.  60  percent:  Richard  T.  Nelson.  40  pen  ent. 

SK\  KNTH:  Neither  partner  is  to  w  ithdraw  assets  in  excess  of  his  salary,  any  part  of  the  assets 
itivested.  or  assets  in  anticipation  of  net  income  to  be  earned,  w  ithout  the  written  consent  of  the 
other  parttier. 

KK^HT:  In  case  of  the  death  or  the  legal  disability  of  either  partner,  the  other  partner  is  to 
continue  the  operations  of  the  business  until  the  close  of  the  anr.'.ial  fiscal  period  on  the  following 
December  'M  .  At  that  time,  the  continuing  partner  is  to  be  given  an  option  to  buy  the  interest  of  the 
deceased  or  incapacitated  partner  at  not  more  thati  10  percent  above  the  value  of  the  deceased  or 
incapacitated  partner's  proprietary  interest  as  show  n  by  the  balance  of  bis  capital  account  after  the 
books  are  closed  on  December  .'^I .  It  is  agreed  that  this  purchase  |)rice  is  to  be  paid  one  half  in  cash 
and  the  balance  in  Ibureciual  installments  pavable  quarterK. 

NINTH:  At  the  conclusion  of  this  contract,  unless  it  is  mutually  agreed  to  continue  the  operation 
of  the  business  under  a  new  contract,  the  assets  of  the  |)artnershi|).  after  the  liabilities  are  paid,  are  to 
be  divided  in  |)roportion  to  the  net  credit  to  each  partiu-r's  capital  account  on  that  date. 

IN  W  ITNKSS  W  1 IKRFOF.  tlu-  |)arties  afi)resaid  have  hereunto  set  their  hands  and  affixed  their 
seals  on  the  day  and  \ear  above  written.  

<fW  ^'^\ch^  (Seal) 

"hie/UAd  'TT/V^^J'^'^is.  ai) 


Corporation 

Coiporations  are  quite  (liffereiit  from  proprietorships  and  partner- 
ships for  a  number  of  reasons.  Among  them  are: 

•  Legal  entity.  A  corporation  is  a  legal  entity  and  may  come 
into  existence  only  by  the  sanction  of  a  state. 

•  An  entity  distinct  from  its  owners.  A  corporation  is  a  legal 
entity  in  and  of  itself,  separate  and  distinct  from  its  owners.  It  s 
owners  are  stockholders.  Whereas  partners  and  sole  proprietors 
are  personally  responsible  for  their  debts,  stockholders  are  not 
personally  responsible  for  a  corporation's  debts. 

•  Continuous  existence.  A  corporation  has  a  continuous  exis- 
tence independent  of  the  existences  of  its  members.  Partnerships 
and  proprietorships  have  limited  lives. 

Because  a  corporation  is  a  separate  legal  entity,  it  must  seek 
approval  to  operate.  Permission  is  granted  by  either  State  or 
Federal  authorities  after  review  of  the  requesting  organizations 
Articles  of  Incorporation. 

A  coqiorations  Articles  of  Incorporation  (see  page  131)  con- 
tains several  pieces  of  information  of  interest  to  the  financial 
investigator,  hems  of  interest  include  the  following: 

•  The  name  and  puipose  of  the  corporation  and  the  location 
of  the  coi-j)oration"s  main  office 

•  The  tlate  of  the  incoqjoration.  the  name  of  the  state  where 
incorporated,  and  the  names  and  addresses  of  the  incorpo- 
rators 

•  The  amount  and  kinds  of  capital  stock  that  are  authorized 
for  the  corporation,  and  the  number  of  shares  into  which 
the  ownership  may  be  dividetl 

•  The  amount  of  cajiital  with  which  the  corporation  will  begin 
operations 

Ihe  Articles  of  Incorporation  are  normally  filed  with  the 
Secretarx  of  State  in  the  state  \\I  ere  the  cor|)()ration  is  b<>ing 
formed.  After  approval  by  the  State  or  Ke(l<>ral  authority,  a  certi- 
fied copy  of  the  docunienl  is  sent  lo  the  corporate  of  fice.  This  cer- 


Articles  of  Incorporation 

of 

SNOWMOBILK  CORF'ORATION 
FIRST:  The  iiaint'  of  the  corporation  is  Snowniobilt'  Corporation. 

SECOND:  The  principal  office  of  said  coqwration  is  located  at  21014  Beckett  Avenue,  in  the  City  of 
Wilmington.  County  of  New  Castle.  Delaware  19805. 

TFiii^D:  The  nature  of  the  business,  or  objects  or  purposes  to  be  transacted,  [mmioted.  or  carried  on. 
is  to  engage  in  the  liusiiiess  of  selling  snowmobiles  and  all  business  incidental  to  such  sale. 

FOURTH:  The  total  number  of  shares  of  stock  that  the  coq)oration  shall  have  authority  to  issue  is 
Two  Thousand  (2.000)  and  the  par  value  of  each  of  such  share  is  One  Hundred  Dollars  (SIOO.OO). 
amounting  in  the  aggregate  to  Two  Hundred  Thousand  Dollars  (8200,000). 

FIFTH:  The  amount  of  capital  with  which  the  corporation  will  begin  business  is  One  Hundred 
Thousand  Dollars  (8100.000). 

SIXTH:  The  names  and  places  of  residence  of  the  incorporators  are  as  follows: 
Melvin  C.  Dabl  1.}.%  Vine  Place,  Dover.  Delaware  19901 

David  K.  Gates  2.547  Trimble  Avenue.  \X  ilniington.  Delaware  19808 

Gordon  W.  Rot/  139  Beechciest  Road.  Newport,  Delaware  19804 

SF-VKNTH:  The  coqmration  is  to  have  peq)etiial  existence. 

WK.  THF  liNDKRSIGNF.D.  being  each  of  the  incorporators  hereinbefore  named  for  the  puq)ose  of 
fonning  a  corporation  to  do  business  both  within  and  without  the  State  of  Delaware,  under  Chapter  65  o( 
the  Revised  Code  of  Delaware,  and  the  acts  amendalory  thereof  and  supplemental  thereto,  do  make  this 
certilicate,  hereby  declaring  and  certifying  that  the  facts  herein  stated  are  true  and  accordingly  have 
hereunto  set  our  hands  and  seals  this  fifth  day  of  June.  1990. 


In  the  presence  of: 

State  of  DcL'ware  )  ss.: 
County  of  New  Castle) 


(Seal) 
,(Scal) 
(Seal) 


HK  IT  RKMKMRKRKI).  that  on  this  fifth  day  of  June.  A.D.  1990.  personally  came  before  nic.  Mary 
I).  Manning,  a  Notary  Public  for  the  State  of  Delaware,  all  of  the  parties  to  the  foregoing  certificate  of 
incorporation,  known  to  nie  personally  to  be  such,  and  severally  acknowledged  tlic  said  certificate  to  be 
the  act  and  deed  of  the  signers  respectively  and  that  the  facts  iberein  staled  are  trnly  set  forth. 


KN  under  ni\  hand  and  seal  of  office  the  day  and  vear  afoo-said. 


Notary  Public 


Vol 


tiiied  copy  is  known  as  the  Corporal*  Chartor* 

After  incorporation,  a  corporation  may  hold  an  organizational 
meeting  where  a  Board  of  Directors  and/or  corporate  officers  are 
elected.  Also,  a  set  of  bylaws  may  be  adopted.  The  corporate 
bylaws  regulate  the  actions  and  affairs  of  the  corporation. 

In  Chapter  5,  the  securities  market  was  discussed.  It  is 
through  issuing  securities  that  corporations  obtain  financing  for 
their  operation.  Investors  can  either  purchase  stock  (equity  secu- 
rities) or  bonds  (debt  securities).  An  investor  who  purchases  stock 
becomes  an  owner  of  the  corporation,  with  each  share  of  stock 
representing  a  valued  interest.  Even  though  stockholders  are  the 
owners  of  a  corporation,  they  normally  have  no  direct  dominion 
over  the  management  of  the  business.  Stockholders  exercise  their 
power  indirectly  through  the  election  of  the  Board  of  Directors. 
The  duty  of  the  Board  of  Directors  is  to  determine  corporate  pol- 
icy and  oversee  the  carrying  out  of  the  policy  by  the  corporate 
employees.  Bondholders  do  not  purchase  an  ownership  interest  in 
the  corporation,  they  lend  money  to  the  cor{)oration.  The  coipora- 
tion  promises  to  repay  the  bondholders  what  they  have  lent,  plus 
interest. 

All  corporate  security  sales  are  reviewed  by  government 
authorities  to  protec:t  the  investing  public  from  fraudulent  offer- 
ings. Accordingly,  corporations  often  provide  detailed  financial 
information  to  the  reviewing  authorities.  These  authorities,  which 
incliide  state  incorporation  departments  and  Federal  agencies 
such  as  Securities  and  Exchange  Commission,  have  valuable 
information  to  provide  the  financial  investigator. 

A  Comporison  of  Business  Organizations 

A  table  that  lists  the  advantages  and  disadvantages  of  the  three 
basic  types  of  business  organizations  is  found  on  the  next  page. 

Business  Organization  Derivations 

There  are  derivations  of  the  three  fonns  of  business  orgajiiza- 
tions.  Descriptions  of  some  follow: 

•  Limitod  Partnorship.  A  limited  partnership  pemiits  pailners 
to  lijnit  their  risk  of  loss  on  their  investment  to  the  amount  of  their 

if-  n 


A  (omporisM  of  riirt*  types  of  budmss  orgonizatioiK 


Sok  Preprittorsliip 
Advontogts 

Ownership  of  all  profits 

fc",ase  of  orgunization 

Freedom  of  action 

Minimum  of  legal  restrictions 
Maximum  personal  incentive 
No  tax  on  the  business  entity 
t^ase  of  dissolution 

Disadvantages 

I'nlimited  liability  for 
business  debts 

Limited  capital  resources 

Business  ends  with  the  death  of 
the  proprietor 


GwMfol  PortMf  tUp 
Advofltoges 

larger  capital  resources  than  sole 
proprietorship 

Better  credit  standing  than 
single  individual 

More  managerial  talent  than 
single  individual 

Few  legal  restrictions 

High  degree  of  personal  incentive 

No  tax  on  the  business  entity 

Kase  of  dissolution 

Disadvantages 

I  nlimited  liability  for 
business  debts 

Kxistence  ends  with  death  or 
withdrawal  of  any  partner 

Restricted  transfer  of  organization 
ownership 


CerperoIlM 
Advantages 

Limited  liability  of  stockholders 

Very  large  capital  resources 

Ease  of  transfer  of  ownership 

Long  or  perpetual  life 

Ease  of  expansion 

Legal  entity  distinct  from  others 

Some  Federal  tax  incentives 

Disadvantages 

Tax  on  business  income 

FAtensive  legal  restrictions 
and  regulations 

Flxpenses  of  incorporation 
Possibly  limited  personal  incentive 


investment.  Tlieir  risk  is  similar  to  the  limited  liability  of  a  stock- 
holder. A  limited  partnership  agreement  must  be  in  writing  and 
there  must  be  at  least  one  general  partner  who  assumes  unlimited 
liability.  Limited  partners  may  not  participate  in  the  management 
of  the  firm,  although  they  may  meet  from  time  to  time  to  vote  on 
general  policies  of  operation.  This  form  of  organization  is  popular 
ill  oil  well  drilling,  cattle  feeding,  and  real  estate  businesses. 

•  Coopcrativ*.  A  cooperative  is  a  corporation  in  which  prof- 
its are  distributed  to  shareholders  not  in  proportion  to  the  number 
of  shares  each  owns,  but  in  proportion  to  the  amount  of  business 
each  shareholder  does  with  the  cooperative.  Unlike  normal  coipo- 
ratioris  which  generally  allow  one  vote  [)er  share,  each  member  of 
a  cooperative  has  only  one  vote. 
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•  Mutual  Company.  A  mutual  company  is  a  type  of  (•ori)()ra- 
tion  that  has  no  stockhoUlers.  It  is  common  in  the  fieUis  of  Ufe 
insurance  and  savings,  anil  is  owned  hy  its  c-ustomers  (policy- 
holders or  depositors)  who,  depending  on  the  provisions  of  the 
charter,  may  or  may  not  have  the  right  to  vote  for  the  directoi^.  If 
any  profits  are  distributed,  they  are  paid  out  according  to  the  size 
of  the  policy  or  the  size  of  the  deposit. 

•  Shell  Corporation.  A  shell  corporation  is  one  that  has  no 
assets  or  liabilities.  It  simply  has  a  charter  to  do  business.  The 
attrai-tion  of  a  shell  c-oqwration  is  confiilentiality.  An  application 
to  ilo  business  may  take  weeks  to  approve  and  the  names  of  per- 
sons on  the  charter  are  subject  to  review;  however,  the  names  ol 
sul)se(juent  stockholders  and  directors  are  not  identified  on  pub- 
lii-  records. 

•  Joint  Stock  Company.  A  joint  stock  company  is  an  unincor- 
porated association  that  c-losely  resembles  a  c-orfKiration.  but  lor 
most  puiposes,  it  is  treateil  like  a  partnership. 

•  Joint  Venture.  A  joint  venture,  which  is  sometimes  i-alled  a 
joint  adventure  or  feint  enterprise,  is  a  partnership  createil  for  a 
limited  puipose  or  duration. 

•  Syndicate.  A  symlii-ate.  also  known  as  an  investment 

group,  is  a  group  of  investors  usually  involved  in  a  spci'ific  enter- 
prise (i.e.  financ-iiig  a  real  estate  development). 

After  identifying  the  type  of  business  organization,  the  next 
step  for  the  investigator  is  to  analyze  financial  transai-tions  effect- 
ing the  organization  itself.  Through  suc-h  analysis  the  movement 
of  motley,  from  both  legal  and  illegal  activities,  can  be  systemati- 
i-ally  iletei'ted. 

What  is  Accounting? 

ac'  COUnt*ing\e'  kaunt'ijNn.  1.  The  system  of  recording  anil  sum- 
marizing business  and  fitiancial  transactions  in  books  and  analyz- 
ing, verifying,  and  reporting  the  results.-' 


Archaeologists  have  traced  accountings  roots  back  more  than 
3.000  years.  Clay  and  stone  tablets  which  contain  a  recorded  his- 
torj-  of  ancient  financial  transactions  have  been  found  in  various 
locations  around  the  world.  During  the  reign  of  the  Roman 
Empire,  sophisticated  accounting  methods  were  developed  to 
record  military  records  and  maintenance  of  other  monetar>-  data. 
Other  cultures  also  used  accounting  methods  and  systems — 
Chinese  dynasties  preserved  tax  infomiation.  Middle  Eastern  cul- 
tures kept  census  records,  and  American  Indians  used  an 
accounting  system  to  identify  the  accunmlation  of  possessions  (by 
notches  on  sticks  or  the  number  of  beads  on  a  string). 

Accounting  evolved  slowly  until  commerce  achieved  a  degree 
of  complexity  which  necessitated  a  more  sophisticated  system  of 
recording  financial  transactions.  Could  IBM  or  Apple  Computer 
keep  a  record  of  its  customer  warranties  on  clay  and  stone 
tablets?  Could  the  Federal  Government  maintain  its  payroll 
rec-ords  for  its  civil  and  military  personnel  by  placing  notches  on 
sticks?  Of  coui-se  not!  Ever  since  Europe's  Industrial  Revolution 
established  the  foundation  for  the  current  climate  of  business  and 
finance,  the  need  for  recording,  summarizing,  and  verifying  finan- 
cial information  has  become  paramount.  Today,  accounting  estab- 
lishes, in  monetary  terms,  the  framework  for  a  business—  a 
framework  for  evaluating  the  efficiency  of  a  businesss  operations, 
for  recording  a  histoiy  of  a  businesss  failures  and  accomplish- 
ments, and  for  projecting  a  businesss  future. 

The  American  Institute  of  Accountants  defines  accounting  as 
"the  art  of  recording,  classifying,  and  sunniiarizing.  in  a  signifi- 
cant manner  and  in  terms  of  money,  transactions  and  events 
which  are.  in  part  at  least,  of  a  financial  character  and  inteqiret- 
ing  the  results  thereof."'  Acc-ordingly.  the  cornerstone  of  acc-ount- 
ing  is  the  classification  of  "pieces  of  paper"  (invoices,  sales 
receipts,  payroll  records,  etc.)  involving  financ-ial  transactions.  To 
the  financial  investigator,  these  "pieces  of  paper"  represent  valu- 
able information  about  monetar>-  events. 

Since  the  function  of  accounting  is  to  record  and  summarize 
the  accumulation,  spending,  and/or  transportation  of  money  by  an 
individual  or  organization,  a  financial  inv<>stigator  should  be  con- 
versant in  fimdamental  accounting  principles  and  understand  the 


role  of  an  accountant  in  the  business  organization.  Since  financial 
information  is  the  key  to  unlocking  the  hidden  answers  to  the  rid- 
dles encountered  in  an  investigation,  accounting  becomes,  for  the 
financial  investigator,  the  key  to  reading  the  map  of  unknown 
events  which  leads  to  resolving  a  crime. 

Accounting  Systems 

Businesses  produce  goods  and  provide  services  to  be  bought  and 
sold.  It  makes  sense  that  the  exchange  of  goods  and  services  can 
be  observed  and  measured.  Accounting  is  the  language  of  busi- 
ness because  it  objectively  measures  and  records  the  business 
exchanges  that  occur  throughout  society. 

For  accounting  purposes,  a  transaction  is  the  exchange  of 
goods  and  services  and  begins  with  recording,  in  dollars  and 
cents,  what  is  received  and  what  is  paid  out.  All  businesses  use 
some  system  of  accounting,  from  the  sole  proprietor  who  runs  his 
or  her  business  out  of  a  checkbook  to  General  Motors  which 
employs  hundreds  of  accountants  to  keep  its  books.  Eveiyone 
who  is  faced  with  earning  a  living  needs  to  keep  track  of  what 
they  earn.  That  is  what  accounting  is  about. 

The  ultimate  objective  of  accounting  is  to  show,  in  a  summary 
form,  the  results  of  a  businesss  transactions.  In  order  to  achieve 
this  goal,  two  systems  of  accounting  have  been  developed. 

Single-Eniiry  Bookkeeping 

The  single-entry  bookkeeping  system  has  been  used  for  most  of 
accountings  3.0()0-year  histoiy.  It  is  the  simplest  form  of  noting 
and  recording  a  financial  transaction.  In  this  system,  financial 
transactions  from  all  source  documents  are  chronologically 
recorded  in  one  place,  usually  in  columnar  form.  A  checking 
account  register,  an  example  of  which  is  shown  on  the  next  page, 
is  a  type  of  single-entry  bookkeeping  system. 


Double-Entry  Bookkeeping 

For  most  businesses,  recording  single  transactions  in  chronologi- 
cal order  in  a  checkbook  register  is  not  a  sufficient  way  to  track 
their  business  affairs.  Lets  say  you  are  a  business  owner  and  you 
want  to  know  how  much  you  paid  your  employees  in  1991.  Your 


Record  all  dnrges  or  aedits  that  affect  your  account 
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ac-countant  would  have  to  pull  out  the  checkbook  register  related 
to  1991.  find  each  transaction  related  to  paying  each  employee, 
and  total  thcni.  \^buldn"t  it  be  easier  to  record  all  the  payroll  pay- 
ments in  one  place  rather  than  have  them  scattered  throughout  a 
checkbook  register? 

Since  it  is  easier  to  look  at  the  suninian  of  a  group  of  transac- 
tions, an  accountant  must  have  a  means  of  compressing  similar 
transactions.  The  device  employed  for  this  purpose  is  called  an 
account.  Typically,  accoimts  are  established  to  record  the  move- 
ment of  cash  into  and  out  of  the  business,  the  payments  of 
expenses,  the  purchase  of  assets,  and  tlie  equity  of  the  owner.  A 
business  may  have  many  different  types  of  ac-counts:  payroll,  sales, 
cash,  office  furniture,  and  insurance  expenses  to  name  just  a  few. 

In  a  double-entrv-  bookkeeping  system,  a  single  transaction 
always  affec-ts  two  or  more  accounts.  Lets  say  your  business  pur- 
cliases  a  new  desk  and  pays  S200  cash  for  it.  Two  accounts  are 
affected,  cash  and  office  furniture.  You  have  increased  the 


amount  of  furniture  your  business  has,  but,  at  the  same  time,  the 
amount  of  cash  available  has  decreased.  The  double-entry  book- 
keeping system  allows  this  financial  transaction  to  be  recorded  in 
the  two  accounts  it  affects,  thereby  showing  the  full  effect  of  the 
financial  transaction  on  the  business. 


Comparison  of  Accounting  Systems 


Single-Entry 

Transactions  are  recorded  by  one 
entry  into  business  records 

Relatively  simple  form 
of  bookkeeping 

Transactions  are  not  classified 
according  to  type 

May  not  sbow  full  effect  of 
transaction  on  business 


Dooble-Entry 

Two  or  more  entries  are  required  to 
record  transactions  into  business 
records 

Relatively  complex  form 
of  bookkeeping 

Transactions  are  classified 
according  to  type 

Shows  full  effect  of  transactions 
on  the  business 


Methods  of  Accounting 

Within  the  double-entrv  bookkeeping  system  there  are  two  recog- 
nized methods  or  ways  of  recording  transactions,  cash  and 
accrual. 


Cash  Basis 

With  this  method,  business  receipts  (revenue)  are  recorded  when 
cash  is  received  and  business  expenditures  (expenses)  are 
recorded  when  cash  is  paid  out. 

The  pivotal  words  are  "received"  and  "paid  out".  In  other 
words,  only  when  the  business  has  physically  received  the  cash 
(i.e.  currency,  check),  as  opjwsed  to  a  promise  to  pay.  or  has  arltt- 
ally  paid  the  expense —  does  the  business  record  the  transaction. 
For  example,  a  business  orders  .$5(K)  worth  of  computer  paper  for 
delivery  in  December,  however,  it  does  not  pay  for  the  paper  until 
January.  When  using  a  cash  basis  method  of  recording  transac- 
tions, the  S300  would  be  recorded  as  an  expense  when  paid  in 
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Januar)'.  Professionals  such  as  doctors  and  law}'ers  usually  main- 
tain their  accounting  records  on  a  cash  basis. 

Accrual  Basis 

With  this  method,  business  revenues  are  recorded  when  earned 
(regardless  of  when  collected)  and  expenses  are  recorded  when 
incurred  (regardless  of  when  cash  was  disbursed).  Let's  look  at  that 
same  $500  purchase  of  computer  paper  described  above.  The  $500 
would  be  recorded  as  an  expense  when  incurred  (or  committed  for) 
in  December  if  the  accrual  basis  of  accounting  is  used.  Most  busi- 
nesses maintain  their  accounting  records  on  an  accrual  basis. 

Hybrid  Metliod 

A  method  of  accounting  that  combines  the  features  of  both  the 
cash  and  accrual  methods  is  called  the  hybrid  method.  It  is  per- 
missible to  use  the  hybrid  method  when  it  is  consistently  applied 
and  clearly  reflects  income.  This  method  is  most  commonly  used 
in  small  businesses  where  the  "timing"  between  the  incurring  of 
expenses  and  the  paying  of  expenses  is  usually  of  short  duration 
and  when  "income"  is  reported  on  the  cash  basis.  If  there  is  no 
material  distortion  of  the  matching  of  business  income  and 
expenses,  a  hybrid  method  may  be  used. 

A  Comparison  of  tlie  Accounting  Metliods 

The  table  below  provides  a  comparison  of  the  three  types  of 
accounting. 

Comparison  of  Anounting  Methods   


Cosh 

Kfceipts  art-  recorded  when  ihey 
are  received 

Kxpenses  are  recorded  when  they 
are  paid 

Transaclions  are  recorded  when 
they  are  entered  into  the 
Imsiness's  hooks 

Matches  iticonie  and  expenses 


ktawA 

Receipts  are  recorded  when  they 
are  earned 

Kxpenses  are  recorded  when  they 
aie  iticiirred 

Transactions  are  recorded  when 
they  are  entered  into  the 
husiness's  hooks 

Matches  income  and  expenses 


Hybrid 

Keceipts  are  reported  via 
the  cash  method 

Kxpetises  are  reported  via  the 
accrual  method 

No  material  distortion  of  income 
atid  expenses 


The  Fundamental  Accounting  Equation 

Matching  a  business's  income  and  expenses  is  the  important 
function  of  accounting.  This  matching  concept  is  based  on  the 
principle  that  every  item  of  value  in  a  business  is  owned  or 
claimed  by  someone.  This  concept  may  be  expressed  by  the  fol- 
lowing equation: 

Items  of  Value  =  Claims 

•  Ittms  off  Value.  The  various  things  owned  by  a  business  are 

called  asstts.  Examples  of  assets  include  cash,  supplies,  machin- 
ery, furniture,  fixtures,  land,  and  other  tangible  objects. 
Additionally,  there  are  assets  which  are  not  tangible  items.  These 
types  of  assets  include  the  right  to  collect  money  from  others, 
patents,  investments,  and  goodwill  (the  dollar  value  assigned  to  a 
business's  managerial  skills  and  reputation).  To  be  considered  an 
asset,  an  item  must  meet  the  following  two  requirements: 

-  It  must  be  owned  by  the  business 

-  It  must  have  monetary  value 

•  Claims.  There  are  two  types  of  claims  against  assets: 

-  Claims  of  the  owner 

-  Claims  of  the  creditors 

The  claims  of  the  owner  are  called  Capital  Account  Equity  or 
Ownor's  Not  Worth.  In  a  proprietorship,  all  owner  equity  belongs 
to  the  sole  proprietor.  In  a  partnership,  the  share  of  owner  equity 
belonging  to  each  partner  is  designated  in  the  Articles  of 
Partnership.  In  a  corporation,  the  claims  of  the  owner  are  called 
corporate  not  worth.  Corporate  net  worth  is  divided  into  two  sep- 
arate accounts.  One  account  is  called  the  "Retained  Earnings"  or 
"Surplus  Account,"  and  it  records  profits  or  losses.  The  second 
account  is  called  "The  Capital  Stock  Account,"  and  it  represents 
shareholder  investment. 

The  claims  of  the  creditors  are  called  liabilitios.  These  claims 
may  be  made  by  suppliers,  banks,  mortgage  holders,  and  bond- 
holders. 


The  equation  "Items  of  Value  =  Claims"  can  now  be  con- 
verted to  the  fundamental  accounting  equation  shown  below: 

Assets  =  Liabilities  +  Owner's  iquity 

A  =  L  +01 

You  may  also  see  the  equation  as: 
A  =  L  +  C  (Capital) 

Although  business  transactions  effect  different  components  of 
the  equation,  the  total  assets  must  always  equal  the  total  claims 
(liabilities  and  owner's  equity).  Therefore,  if  the  equation  is  to  be 
maintained,  it  is  impossible  to  change  a  single  item  without 
changing  another.  For  example,  when  an  asset  is  increased,  a  cor- 
responding adjustment  must  be  made  in  the  equation  or  it  will  not 
balance;  either  another  asset  must  be  decreased,  or  a  liability  or 
owner's  equity  account  must  be  increased. 


Business  Financial  Statements 

Business  owners,  potential  investors,  and  creditors  need  some 
type  of  sunimar\'  or  report  that  describes  the  financial  condition  of 
a  business  during  a  specific  period  of  operation.  Also,  they  need 
to  know  whether  or  not  the  business  is  making  or  losing  money. 
Accounting  records  provide  the  information  that  creates  these 
types  of  financial  reports.  One  of  the  important  functions  of  an 
accountant  is  to  summarize  transaction  entries  and  prepare  the 
financial  reports  for  a  business.  These  reports  are  called  Balance 
Sheets  and  Income  Statements  and  they  represent  the  summary  of 
financial  activity  entered  into  by  a  business  during  an  identified 
period  af  time. 

Balance  Sheet 

The  Balance  Sheet,  often  called  the  Statement  of  Financial 
(Condition  or  Statement  of  Financial  Position,  depicts  the  assets, 
liabilities,  and  owners  equity  of  a  business  organizatioti  at  a  spe- 
cific point  in  time.  It  is  called  a  balance  sheet  because,  upon  its 
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Account  Form 


Current  Assets 

Ciish 

Accounts  icceiviildi' 
liuciitory 
l'ri'-|);ii(l  expenses 
Total  currciil  assets 


completion,  it  must  be  in  balance.  In  other  words,  the  total  value 
of  the  husiness's  assets  must  equal  the  total  value  of  the  liabilities 
plus  owner's  equity —  a  reference  back  to  the  fundamental 
accounting  equation,  A  =  L  +  OE. 

A  balance  sheet  is  prepared  at  the  close  of  business  of  tin 
last  day  of  the  accounting  period.  It  identifies  the  business  by 
name,  sets  out  the  fact  that  it  is  a  balance  sheet,  and  gives  the 
date  of  the  statement.  The  date  assigned  to  a  balance  sheet  does 
not  cover  a  period  of  time,  but  rather  represents  a  moment  in 
time.  One  prepared  on  Tuesday  the  12th  will  differ  from  one  pre- 
pared on  Monday  the  11th  and  Wednesday  the  13th.  A  balance 
sheet  presents  a  picture  of  the  business's  financial  position,  as  if 
frozen  for  a  split  second,  on  the  statement  date. 

Balance  sheets  are  usually  fomiatted  in  one  of  two  ways.  The 
ac  c  ount  form  lists  liabilities  and  owner's  equity  to  the  right  of 
assets.  The  report  form  lists  liabilities  and  owners  equity  below 
the  assets.  A  balanc  e  sheet  in  account  fonii  is  shown  below;  one 
in  a  report  format  is  shown  on  the  next  page. 

\2'.\  (Company 
Halanee  Slieet 
l>eieml)er.<l.  I'Wl 

Current  Liabilities 

Si;<().()<M)     Aii-dunts  payalile  S27().()()() 

4«r).()()()     Aeenied  expenses  1 1  7.(HK) 

f)()2.(KI0     income  tax  payhle  .lO.OCM) 

0().(K)()     Notes  payaide  ;<2().()(M) 

§l.:m(K)<)    Total  i-iirrent  liabilities  S7:i7.(M)() 


Fixed  Assets 

Maoliinery 

K(|iiipii)eiit 

Furniture 

lolal  (i\e(l  af-sels 


Total  Assets 


Long-Term  Liabilities 

;U)4.()(M)  Payal)li-s 
I  l(>.(MH)    Total  lialiilities 
;«)().(K)() 
$7K().(M)()     Owner's  Equity 

I'aid-in  eapital 
detained  earnings 
Total  e(|iiily 
.S2.()KH.(MM)    Total  Uobilites  and  Equity 


.i( )().(«)() 
SI.2;<7.(MM) 


S7()I.()(M) 
l.i().()(M) 
S»ol.()(M) 
82.()««.(MK) 


Report  Form 


Current  Assets 

Cash 

Accounts  receivable 

luventon' 

Pre-paid  expenses 

Total  current  assets 

Fixed  Assets 

Machinery' 

K(juipment 

Furniture 

Total  fixed  assets 

Total  assets 


1 23  Company 
Balance  Sheet 
December  31,  m\ 
Assets 


SI  30,000 
486,000 
602.000 
90.0(K) 


S364.000 
1 16.(K)() 
3()().(M)() 


81.308.000 


S78(),(K)0 
S2.088.{K) 


Uabllities 


Current  UobllMes 

Accounts  payable 
Accmed  expenses 
Income  tax  payable 
Notes  payable 
Total  current  liabilities 
long-Term  Liabilities 
Payables 

Total  long-term  liabilities 
Total  liabilities 

Paid-in  capital 
Hetaiiied  earnings 
Total  e(|uily 

Total  liabilities  and  (-(pii* . 


Owner's  Equity 


S27().(K)0 
117.000 
30.000 
320.000 


S.iOO.OOO 


S7()  1.0(10 
ITiO.OOO 


S737.(K)0 


85()().()00 
81.237.000 


8851. (KM) 
S2.088.(M)() 


Each  separate  asset,  liability,  and  owner's  equity  entry  shown 
on  the  balance  sheet  represents  an  auount.  The  balance  sheet 
does  not  report  the  flow  of  funds  into  and  out  of  the  accounts  dur- 
ing the  accounting  period.  Only  each  account's  ending  balance  as 
of  the  statement  date  is  shown. 

Look  back  at  the  two  balance  sheets  shown  above.  Note  that 
both  classify  and  organize  the  individual  accounts  listed.  Under 
the  category  "CuiTent  Assets,"  you  find  the  following  accounts: 
cash,  accounts  receivable,  inventory,  and  pre-paid  expenses.  The 
categories  shown  on  the  preceding  balance  sheets  often  appear  on 
a  balance  sheet  and  do  so  in  the  order  presented.  Keep  in  mind 
that  not  all  balance  sheets  require  all  of  the  categories  listed,  and 
some  may  require  others  not  shown.  A  discussion  of  the  different 
categories  follows. 

Current  Asstts 

This  class  of  assets  includes  cash  and  any  other  asset  that  could 
be  converted  to  cash  within  one  accounting  cycle  or  balance  sheet 
period  (normally  one  year).  Current  assets  should  be  listed 
according  to  their  degree  of  liquidity  (likelihood  of  being  con- 
verted to  cash).  Examples  of  current  assets  include: 

•  Cash —  The  bills  and  coins  in  the  business  as  well  as  the 
money  on  deposii  in  savings  and  checking  accounts. 

•  Notes  Receivable —  A  formal  written  promise  by  a  debtor 
to  pay  a  specified  amount  of  money,  usually  with  interest,  at  a  def- 
inite time. 

•  Accounts  Receivable —  Claims  against  customers  arising 
from  the  sale  of  merchandise  or  sen'ices  on  credit. 

•  Allowance  for  Bad  Debt —  An  estimated  amount  of 
accounts  receivable  which  will  probably  be  uncollectible  due  to 
nonpayment  by  a  customer.  This  account  is  normally  shown  as  a 
reduction  to  current  assets.  The  balance  in  this  account  is 
deducted  from  the  original  receivable  balance  in  the  asset 
account. 

•  Merchandise  Inventor)' —  (ioods  purchased  or  produced  for 
the  purpose  of  sale  to  customers. 
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•  Pre-Paid  Expenses —  Expenses  paid  in  advance,  such  as 
rent  and  insurance. 

FixMl  Assats 

This  class  of  assets,  sometimes  called  Property,  Plant,  and 

Equipmmt,  includes  assets  that  are  not  intended  for  sale  but  are 
to  be  used  by  the  business  over  several  years.  Examples  of  fixed 
assets  include: 

•  Furniture  and  Fixtures —  The  furniture  and  fixtures  owned 
by  the  business. 

•  Allowance  for  Depreciation —  The  total  amount  set  aside 
for  the  decline  in  the  useful  value  of  the  fixed  assets  due  to  wear 
and  tear  from  usage  and  the  passage  of  time.  This  account  is  nor- 
mally shown  as  a  reduction  to  fixed  assets.  The  balance  in  this 
account  is  deducted  from  the  original  cost  balance  in  the  asset 
account. 

•  Delivery  Equipment —  The  vehicles  used  to  get  the  goods 
from  the  business  to  the  customer. 

•  Building —  The  physic  al  stmcture  which  houses  the  com- 
pany. 

Currant  Uabiliti«s 

This  class  of  liabilities  includes  all  debts  of  the  business  that  will 
come  due  within  one  year  of  the  balance  sheet  date.  Examples  of 
current  liabilities  include: 

•  Notes  Payable —  A  promissory  note  given  by  the  business 
to  a  bank,  individual,  or  other  business  entity  as  evidence  of  a 
debt  owed  for  the  purchase  of  merchandise  or  some  other  asset. 

•  Accounts  Payable —  A  short-term  liability  usually  arising 
from  the  purchase  of  merchandise  for  credit.  Unlike  the  note 
p  lyable,  no  formal  written  promise  to  pay  is  issued. 

•  Accrued  Expenses  Payable —  Expenses  which  are  owed 
but  tiot  yet  paid.  A  common  example  is  salaries  owed  to  the 
employees  but  not  paid  until  the  end  of  the  pay  period. 


Long-T«rin  LiabilitiM 

This  class  of  liabilities  involves  all  debts  with  maturity  dates 
more  than  one  year  after  the  balance  sheet  date.  One  account  that 
you  might  find  under  this  category  is  mortgage  payable.  This  lia- 
bility deals  with  debts  secured  by  mortgages  on  specific  assets  of 
the  business.  Failure  by  the  business  to  pay  this  obligation  would 
give  the  creditor  a  legal  right  to  force  the  sale  of  the  pledged  asset 
as  a  means  of  obtaining  payment. 

Owner's  Equity 

Owners  equity  shows  how  much  of  a  business  has  been  "fur- 
nished" by  its  owner(s).  There  are  two  basic  accounts  for  owner's 
equity.  These  accounts  are: 

•  Paid-in  Capital —  When  the  owners  invest  their  assets  (i.e. 
cash,  property,  etc.)  into  the  business,  they  are  contributing 
capital  which  increases  the  worth  of  the  business. 

•  Retained  Earnings —  The  accumulated  profits  and  losses  of 
a  corporation. 

Income  Statement 

The  second  accounting  report  that  is  important  to  a  financial 
investigator  or  anyone  else  interested  in  the  financial  condition  of 
a  business  organization  is  the  Income  Statement.  The  income 
statement,  also  called  the  Profit  and  U)ss  Statement,  reports  rev- 
enue and  expenses  incurred  by  a  business  for  a  designated  pericxl 
of  time. 

W  hile  the  balance  sheet  reports  the  financial  condition  of  a 
business  at  a  given  date,  the  income  statement  reports  the  busi- 
nesss  operating  activities  for  the  whole  accounting  period.  The 
income  statement  matches  the  amounts  received  from  selling  the 
gdods  aiid/or  services  produced  by  the  business  (income)  against 
all  the  costs  and/or  services  (expenses)  needed  to  operate  the 
business.  The  result  of  this  matching  process  is  a  liiiarn-ial  state- 
ment of  the  business  s  profit  or  loss  for  the  period. 

Like  the  balance  sheet,  there  are  \wo  general  formats  for  an 
income  statement,  single-step  and  multi-step.. 


Singl«-St«p  Format 

In  its  simplest  format,  the  single-step  income  statement  presents 
the  following  three  items: 

•  Revenue  for  the  periotl 

•  Applicable  expenses 

•  Net  income  or  loss  (revenue  minus  expenses) 
The  following  shows  a  single-step  income  statement. 

ABC  Company 
Income  Statement 
Kor  the  year  ended  December  31,  19<)I 

Revenue: 

Sales  S4.2I2.0(M) 
Expenses: 

Cost  of  goods  sold  S2.8()8.(MH) 
Selling  expenses  936.()()() 
Administrative  expenses  1 16.()()() 

Interest  expense  52.()()() 
Income  tax  expense  1 2().(M)() 

Total  expenses  S4.();}2.(H)() 
Net  Income  S  180,()(H) 


Note  the  heading  of  the  income  statement.  I -ike  the  balance 
sheet,  it  consists  of  the  name  of  the  company,  the  name  of  the 
financial  statement,  and  the  date.  However,  unlike  the  balance 
sheet,  the  income  statement  date  is  preceded  by  the  term  "for  the 
year,  period,  or  month  ending."  The  income  statement  reflects  a 
business's  net  income  or  loss  for  the  entire  period  stated  in  the 
beading. 

Multi-St«p  Format 

Many  income  statement  users  maintain  that  there  are  a  number  of 
significant  relali(»tiships  between  total  revenue  and  net  income 
which  arc  not  brought  out  in  a  single-step  income  stalcinetit.  They 
contend,  for  example,  dial  s(»me  intermediate  subtotals  such  as 
gross  profit,  operating  earnings,  atul  earnings  before  tax  are  as 


important  as  total  revenue,  total  expenses,  and  net  income.'  They 
prefer  an  income  statement  format  which  presents  intermediate 
stfeps,  the  multi-step  format. 

The  multi-step  format  is  designed  to  be  read  in  a  3tairstep 
manner.  Each  step  down  is  a  deduction  of  one  or  more  expenses. 
Look  at  the  sample  income  statement  in  multi-step  format  shown 
on  the  next  page.  The  first  step  down  deducts  the  cost  of  goods 
sold  from  the  business's  sales  revenue.  This  deduction  results  in 
the  line  entitled  gross  profit.  This  measurement  is  captioned 
"gross"  because  other  expenses  are  yet  to  be  deducted. 

In  the  next  step  down,  operating  expenses  (selling  expenses 
and  administrative  expenses)  are  deducted  from  the  gross  profit 
figure.  Then  other  expenses  (i.e.  taxes,  interest,  etc.)  are  also  sub- 
tracted from  the  calculation  to  arrive  at  the  final  step  down —  net 
income.  Net  income  is  the  bottom  line  in  the  matching  process 
between  business  income  and  business  expenses.  If  income 
remains  after  the  deduction  of  expenses  a  net  income  (profit)  is 
reported.  Correspondingly,  if  the  business  expenses  for  the  period 
exceed  the  business  income,  a  net  loss  is  reported. 


ABC  Company 
Income  Statement 
For  the  vear  ended  December  31.  1991 


Sales  revenue 

84.212.000 

l^ss:  cost  of  poods  sold 

2.808.0(K) 

Gross  profit 

SI. 404.000 

l^'ss:  selling  expenses 

936.0(X) 

Administrative  expenses 

1 16.CKX) 

Total  operating  expenses 

1.052.000 

Operatinp  earnings 

S352.000 

L'ss:  interest  expense 

52.(KK) 

Earnings  before  tax 

S300.0(K) 

I.ess:  Income  Tax  expense 

120.000 

Nat  Incom* 

S180.(MM) 

Recording  Financial  Transactions 


The  effect  of  each  individual  financial  transaction  entered  into  by 
a  business  during  the  accounting  period  is  eventually  reflected  on 
a  business's  balance  sheet  and  income  statement.  Since  a  busi- 
ness may  engage  in  hundreds  or  even  thousands  of  transactions 
daily,  an  accounting  procedure  is  needed  to  record  and  classify 
financial  transactions  in  order  to  organize  this  type  of  financial 
information  inside  the  business's  bookkeeping  system.  Every 
check  written,  invoice  paid,  and  sales  receipt  issued  by  a  busi- 
ness represents  a  sourM  dMummt  of  accounting  information.  The 
financial  information  from  the  source  documents  is  entered  into 
the  business's  bookkeeping  system  through  the  establishment  of 
OMOuntt.  As  was  stated  earlier,  accounts  are  established  to  record 
the  movement  of  cash  into  and  out  of  the  business,  the  payments 
of  expenses,  the  purchase  of  assets,  and  the  equity  of  the  owner. 

Chort  of  Accounts 

The  number  of  accounts  needed  by  a  business  will  depend  on  its 
size,  nature  of  operations,  and  the  extent  to  which  management 
wants  detailed  classification  of  information.  To  assist  in  tracking 
its  accounts,  a  business  will  create  a  chart  of  accountt.  A  chart  of 
accounts  is  a  listing,  in  sequentially  numbered  order,  of  a  busi- 
ness's established  accounts.  The  chart  of  accounts  for  Ogle 
Insurance  Company  is  found  on  the  next  page. 

Bookkeeping  Systems  and  Accounts 

Single-entry  bookkeeping  only  accounts  for  the  cash  coming  into 
or  cash  going  out  of  a  business.  It  does  not  separate  financial 
transactions  into  individual  accounts  or  attempt  to  balance  the 
effects  of  each  transaction  in  the  business's  books  and  records. 

In  a  (loul)le-entiy  system  of  accounting,  financial  transactions 
are  recorded  in  a  manner  that  balances  the  effect  of  each  individ- 
ual transaction  in  the  business's  books  and  records.  Under  the 
(loul)le-eiitni'  system,  recording  a  financial  transaction  in  tlie  busi- 
ness's books  affects  two  or  more  accounts. 


Ogle  Insurance  Company 
Chart  of  Accounts 


Assets 

Revemie 

101 

Cash  on  Hand 

301 

Sales 

101.5 

Cfmn  in  RmhIc 

302 

Sales  Returns  and  Allowances 

102 

AfTniintK  Rpf*pivMi)lp 

303 

Sales  Discount 

105 

Merchandise  Inventoi^' 

311 

Purchases 

106 

Pre-naid  Insurance 

117.0 

Deliver\'  Equipment 

Operating  Expenses 

117.5 

.\ccumulated  Depreciation 

401 

Delivery  Expenses 

—  Deliven'  Equipment 

402 

Depreciation  Expenses 

1 18.0 

(^ffif*e  Fnrnitnrp 

-  Deliver)'  Equipment 

1 18.5 

AcfiimiiUitpn  i")en  reel  fit  ion 

403 

Salaries  Expenses 

—  Office  Furniture 

404 

Payroll  Expenses 

1 19.0 

Office  Eauininent 

405 

Miscellaneous  Selling  Expense 

119.5 

Accumulated  DeDreciatioii 

407 

Depreciation  Expense 

—  Ofiif'p  r.nii intiipfit 

1  jVI  U  1  L /■  1 1\.  Ill 

-  Office  Furniture 

120 

(^nr)f  twi  1 1 

11  I 

408 

Depreciation  Expense 

130 

-  Office  Equipment 

140 

Riiildiiiir 

X^LII  IVII  II  Ci^ 

409 

Insurance  Expense 

150 

Petty  Cash 

1    \    I  I.  T      V_J  LI  till 

410 

Office  Supplies 

412 

Bad  Debt  Expense 

liabilities 

4i;j 

Miscellaneous  General  Expense 

201 

Accounts  Payable  Expense 

202 

Salaiies  Payable 

Other  Income 

204 

F^mployees'  Income  Tax 

501 

Gain  on  Disposal  of  Plant  Assets 

205 

PICA  Tax  Payable 

.502 

Interest  Income 

206 

State  Unemployment  Tax  Payable 

207 

Sales  Tax  Payable 

Other  Expenses 

208 

Notes  Payable 

601 

Rent  Expense 

209 

Moi1paf!;e  Payable 

602 

Telephone  Expense 

210      Loans  Payable 

Wet  Worth  

251       Capital.  Robert  Ogle 
2.52      Diawiiifj;,  Robert  Ogle 
25.'?      Profit  and  Loss 


Journols 

Financial  information  is  taken  from  source  documents  and 
entered  into  the  accounting  system  through  a  business's  {oumals. 
Journals  are  called  the  Books  of  Original  Entry  and  they  main- 
tain, in  chronological  order,  the  details  of  each  financial  transac- 
tion entered  into  by  a  business.  In  the  double-entry  system  of 
bookkeeping,  each  transaction  affects  two  or  more  accounts  and. 
accordingly,  two  or  more  journal  entries  must  be  made  to  record 
the  transaction,  never  just  one. 

The  example  below  shows  how  a  single  transaction  is 
recorded  in  a  journal  within  a  double-entr>'  bookkeeping  system. 
Three  entries  are  needed  to  record  the  following  transac^tion: 

Company  X  sold  S2.000  worth  of  merchandise  to  MLB 
Limited.  The  invoice  shows  that  MLB  Limited  paid  S500  cash 
and  put  the  remaining  $1,500  on  account. 

General  Journol  P''^*'J-'^> 


Dote 
1992 

Accounts  ond  ExplonoHons 

Ledger 
FoHo* 

Debit 

Credit 

8/1.} 

Cash 

lUI 

5(H) 

Accounts  Kf'ccivahlf 

102 

1.500 

SaU's 

:m 

2.(MM) 

Solil  nu'rcliaiulisf  to  MI.B  l.itiiilfd. 

*  Account  number  -  refer  to  chort  of  occounts 


Note  that  a  description  of  the  transaction,  and  the  ac-tiial 
increase  and  dec-rease  in  terms  of  money  are  recorded  in  the  jour- 
nal. The  dollar  value  of  the  transac-tion  is  recorded  in  one  of  two 
colunms  in  the  journal.  The  column  on  the  left  is  called  the  debit 
(Olumn  and  the  column  on  the  right  is  called  the  (r«dit  (olumn. 

The  terms  debit  (f)r.)  and  credit  (Cr.)  represent  accounting 
nomenclature  for  "making  an  entry  on  the  left  side  or  right  side  of 
an  account."  and  hold  no  other  meanings  or  connotations.  To 
"debit  an  account"  means  to  make  an  entr)'  on  the  left  side  or  in 
the  left  column  of  an  account.  To  "credit  an  account"  means  to 
make  an  entry  on  the  right  side  or  in  the  riglit  c-ohnnn  of  an 
accoimt.  The  acc-ounting  rules  for  recording  the  increases  and 
decreases  resulting  from  financial  transactions  are  found  on  the 
next  page. 

^  IjV 


Ruks  for  RKordlig 
InotosM  Qod  DcaMSts 


Asnis 

Increases  on  the  left 
(debit) 

Uabffitks  and  Ovnier's  Equity  (Copital) 

Decreases  on  the  left 
(debit) 


Decreases  on  the  right 
(credit) 


Increases  on  the  right 
(credit) 


Revenue 

Decreases  on  the  left 


Increases  on  the  right 
(credit) 


(debit) 
Expenses 


Increases  on  the  left 
(debit) 


Decreases  on  the  right 
(credit) 


Lets  look  back  at  the  sample  journal  entries  on  page  151  to 
see  if  the  rules  above  were  properly  applied.  The  $500  cash  (an 
asset  that  increased)  was  debited  to  the  "Cash"  account  and  the 
Si, 500  balance,  also  an  asset  that  increased,  was  debited  to  the 
Accounts  Receivable  account.  Sales,  a  revenue  account,  was 
increased  by  the  credit  of  S2,000. 

Why  is  it  important  that  a  financial  investigator  understand 
how  information  from  source  documents  eventually  finds  its  way 
into  a  business's  journals?  Journals  provide  the  financial  link 
between  the  outside  world's  source  documents  and  the  business 
worlds  accounting  records.  Through  analysis  of  journal  entries, 
often  a  determination  can  be  made  as  to  whether  or  not  the  busi- 
ness has  properly  recorded  the  financial  event  as  shown  on  the 
source  document.  This  analysis  can  be  completed  by: 

•  Detennining  the  accounts  affected  by  the  transaction 

•  Detennining  the  affect  in  dollar  terms  of  the  transaction  on 
each  account 

•  Reviewing  the  recorded  journal  entry  for  the  correct 
debit/credit  entries  relating  to  the  financial  transaction 


Types  of  Journals 

Special  types  of  journals  are  devoted  to  particular  kinds  of  busi- 
ness transactions.  Examples  of  these  different  types  of  journals 
are  the  following: 

•  Cash  Racaipts  Journal.  Records  the  dates,  sources,  and 
amounts  of  money  received  into  a  business. 

•  Cash  Disbursamants  Journal.  Records  the  dates,  amounts, 
and  recipients  of  payments  made  by  a  business. 

•  Sales  Journal  (Accounts  Racaivabia  Journal).  Lists  sales 
invoices  in  date  or  numerical  order  for  sales  made  on 
credit. 

•  Purchases  Journal  (Accounts  Payable  Journal).  Records  all 
acquisitions  of  merchandise  or  services  purchased  on 
credit  by  the  business. 

•  General  Journal.  Reflects  transactions  not  covered  by  spe- 
cific purpose  journals.  It  is  also  used  to  record  adjustments 
to  the  books  and  records. 

The  following  pages  illustrate  various  types  of  journals  and 
journal  formats.  Read  each  of  the  examples  to  see  how  various 
transactions  are  recorded.  Refer  to  the  chart  of  accounts  on  page 
150  and  the  rules  for  recording  increases  and  decreases  to  jour- 
nals on  page  1 52  as  necessary. 


Cash  Receipts  Joarnal  Entries 


1992  Hmndd  Tranoctiotts 

7-14  Received  8250  from  Redbay  and  Co.  on  account. 

7-18  Sold  8175  merchandise  for  cash  to  Reed  Manufacturing. 

7-22  Received  a  $300  payment  from  Bur,  Inc.  for  cash  sale. 


Cosh  Receipts  Jounnl 


Date 

Received  From 

Folio  #  Debit 

Oedit 

1992 

7/14 

Cash 

101  250.00 

Accoiinls  Receivable 

102 

250.00 

Redbay  &  Co.  -  paid  acct. 

7/18 

Cash 

101  175.00 

Sales 

301 

175.00 

Sold  merchandise  to  Reed  Mfg. 

7/22 

Cash 

101  300.00 

Sales 

301 

300.00 

Sold  inerchaiulise  to  Bur.  Inc. 

Cosh  Receipts  Jowrnoi  Entries 

1992 

7-6 
7-8 
7-10 
7-14 
7-18 
7-19 

Finandol  Tronsoctions 

Received  $7,800  from  Pike  Mfg.  on  account. 

Sold  87.000  of  merchandise  for  cash  to  Iron  Works. 

Received  a  89.000  payment  from  Bates  Motel  for  a  cash  sale. 

Sold  82.500  of  merchandise  for  cash  to  Wilcox  Motors. 

Received  81.500  from  Cloud  Mfg.  on  account. 

Cash  sale  to  Hickory  Co.  for  82.500. 

Cash  Receipts 

Pg.  CR-3 

Date 

Poyee  Cosh 

A/R 

Sales 

Debit 

Credit 

Credit 

1992 

(101) 

(102) 

(301) 

July 

6 

Pike  Mfg.  87.800.00 

S7.8(M).()0 

8 

Iron  Works  S7.(KK).(K) 

87.(KKI.(K) 

10 

Bates  Motel  89.(M)().()() 

S9.(KK).()0 

14 

W  ilcox  Motors  S2.5(K).(K) 

.S2.5(K).()() 

18 

(MoudMfg.  S1.5(K).0O 

.?1.,5(KI.(K) 

19 

Hickory  Co.  .S2.,^i(K).(M) 

S2.5(M).(M) 

Cash  DislwrMiMirts  Jotnial  Entries 


1 992  RrokIoI  Transoctioiis 

1-25  S500  is  paid  to  Sylvester  Sage  on  account. 

1-25  S75  is  paid  to  ihe  Telephone  Company  for  the  inontlily  hill. 

1  -27  $250  is  paid  to  John  Woods  on  account. 

1-29  8300  is  paid  to  Realty  Management. 


Cash  DisburstfflMts  Journal 


Dot* 

1992 

Paid  to 

LF. 

Debit 

Oe(Bt 

1/25 

Accounts  Payable 

201 

8500 

Cash  (CK  #275) 

101 

8500 

Paid  to  Sylvester  Sage  on  account 

1/25 

Telephone  Expense 

602 

875 

Cash  (CK  #276) 

101 

875 

Paid  telephone  bill  for  month 

1/27 

.Accounts  Payable 

201 

S250 

Cash  (CK  #277) 

101 

8250 

Paid  to  John  Woods  on  account 

1/29 

Rent  Kxpense 

601 

8.3(K) 

Cash  (CK  #278) 

101 

8300 

Paid  to  Realty  Management 

Soles  Jaurnoi  Entries 

1992 

Finondoi  Transactions 

1-3 

Sales  to  XYZ  Company  on  account 

=  S  1.0(H) 

1-4 

Sales  to  123  Company  on  account  = 

:  S5(K) 

1-5 

Sales  to  Bob  Company  on  account  = 

--  $250 

1-6 

Sales  to  XYZ  Company  on  account 

=  81. (MM) 

1-7      Sales  to  123  Company  on  account  =  8500 


Soles  Journal 

Pg.  SJ-1 

Dote 

1992     Customer  Nome 

(103) 

Accounts  Recelvoble  (DR) 

(301) 
Sales  (CR) 

1/3      XYZ  Co. 

81. (MM) 

81. (MM) 

1/4      123  Co. 

.5(M) 

5(M) 

1/5      Hob  Co. 

250 

2.50 

1/6      XYZ  Co. 

l.O(K) 

l.(MK) 

1/7      123  Co. 

5(M) 

5(M) 

83.250 

83.250 

ibi 


PwdMst  JounMl  Entrtes 


1992 

1-1 
1-2 
1-3 
1-4 
1-4 

FiMKid  TnMSOctiMS 

Bought  merchandise  on  ac  count  from  wholesaler  X  for  S250 
Bought  nierchandise  on  account  from  vendor  Y  for  S500 
Bought  merchandise  on  account  from  wholesaler  Z  for  S750 
Purchased  merchandise  on  account  from  vendor  Y  for  S500 
Purchased  merchandise  on  account  from  wholesaler  Z  for  S750 

Purdrase  Journal 

Pg.  PJ-1 

Dote 
1992 

VemlorNaim 

PurdKues(DR) 

Actovnts  PoyaUe  (CR) 

1/1 

X  Wholesaler 

S250 

S250 

1/2 

Y  Vendor 

500 

500 

1/3 

Z  Wholesaler 

750 

750 

1/4 

\  Vendor 

500 

500 

1/4 

Z  Wholesaler 

750 

750 

The  Ledger 

Journaliling  Mtrivs,  recording  each  business  transaction  from  a 
source  document  into  the  journals,  continues  throughout  the 
accounting  period.  Because  of  this,  financial  information  con- 
tained within  the  journals  grows  during  the  accounting  period, 
particularly  in  businesses  that  engage  in  a  high  volume  of  trans- 
actions. It  would  be  difficult  for  a  business  owner,  accountant,  or 
financial  investigator  to  analyze  a  journal  full  of  financial  transac- 
tions entered  in  chronological  order,  particularly  when  he  or  she 
is  searching  for  specific  account  information  (i.e.,  "all  the  rent 
expense  payments"  or  "  all  sales  to  a  particular  customer").  An 
accounting  device  called  a  kfigw  is  used  to  summarize  journal 
entries  by  specific  accounts.  The  summary  of  account  information 
contained  in  ledgers  is  used  to  prepare  a  business  s  balance  sheet 
and  income  statement. 

A  ledger  is  established  to  accumulate  all  the  transactions 
affectiiif^  a  specific  account  during  the  accounting  period.  For 
example,  all  transactions  affecting  the  "cash  account."  a  busi- 
ness's  receipt  of  cash  debit)  and  pay  outs  of  cash  (credit) 
recorded  in  the  journals,  would  be  summarized  in  the  ledger 
account  entitled  "cash".  At  the  end  of  the  accounting  period,  the 
balance  of  the  ledger  account  (the  mathematical  difference 


between  the  total  debit  entries  and  total  credit  entries)  is  used  as 
the  basis  for  balance  sheet  and  income  statement  reports. 

A  popular  format  for  a  ledger  is  the  "T-account."  A  ledger 
account  in  the  T-format  looks  like  the  following: 

 Cflth  (101)  

1/4/92  900.00    1/3/92  394.00 

1/7/92  1.43,5.00    1/8/92  13.95 

1/13/92  52.43 


In  the  T-account  format,  ledger  entries  to  show  increases  and 
decreases  in  different  types  of  accounts  are  made  as  follows: 

Assets  Liabmtics  Owner's  Equity 

+  -  -  +  -  + 

(I>r.)  (Cr.)  (Dr.)  (Cr.)  (Dr.)  (Cr.) 

Expenses  Revenue 

+  -  -  + 

(Dr.)  (Cr.)  (Dr.)  (Cr.) 


The  T-account  format  is  very  convenient  for  illustrative  pur- 
poses; however,  in  formal  accounting  records,  more  information  is 
needed  and  the  T-account  is  replaced  by  something  similar  to  the 
following: 


Dote  Explanation  Ref  Debit  Oeitit  Balance 


io3 


The  Date  column  shows  the  date  of  the  transaction,  which  is 
not  necessarily  the  same  date  that  the  entr\'  is  made  into  the 
account.  The  Explanation  column  is  needed  only  for  unusual 
items —  often  it  is  not  used.  The  Ref  (Reference)  column  is  used 
to  list  'ihe  page  number  of  the  journal  in  which  the  transaction  is 
recorded.  This  makes  it  possible  to  trace  ledger  transactions  back 
to  their  source. 

When  financial  information  that  has  been  entered  into  jour- 
nals is  transferred  to  and  entered  in  the  appropriate  ledger 
account,  it  has  gone  thniugh  the  process  known  as  posting.  Thus, 
transactions  are  journalized  and  then  posted  to  a  ledger.  Note  how 
the  journal  entries  on  the  following  page  are  posted  to  ledger 
accounts. 


General  Journal 

Page  J- 10 

Date 
1992 

9/1 

Accounts  and  Explanations 

Cash 

Owner's  F.quity 

Owner  invests  .SWUHM)  cash 

ledger 
Folia 

101 

2.)1 

Debit 

f)().()()0 

&edit 

f)().()()0 

9/;5 

ill  husiiifss. 
Cash 
l^ind 

Com|Ui!iy  [iiirehasfs  hinil  lor 
S21.()()()cash. 

101 
l.iO 

21.000 

21.(KK) 

9/.i 

ISuihIing 
Cash 

1  K) 
101 

;u>.()0() 

l.).(K)() 

Accounts  Payable 

Company  purchaM's  .?,'if).()(l() 
huildiiif!;,  pays  Sl.xCHK)  cash 
and  .*!21. ()()()  on  account 

201 

21.0(M) 

•J  <-  - 


Cash  (lOU 


9/1 

60,000 

9/3 

21,000 

9/5 

15,000 

Owner's  Equity  (2S1) 

{m  60,000 

Land  (130) 

9/3  21,000  I 


 Buading  (140)  

9/5  36,000  I 

Actounts  Payable  (201) 

[9/5  21,000 

Trial  Balance 

If  the  computation  of  account  balances  has  been  accurate,  it  fol- 
lows that  the  total  of  the  accounts  with  debit  balances  must  be 
e(jual  to  the  total  of  the  accounts  with  credit  balances.  1"his  proof 
is  called  a  trial  balance.  A  trial  balance  is  a  two-c-olumn  listing  of 
the  names  and  balances  of  all  accounts  in  the  order  in  which  they 
appear  in  the  ledger.  The  debit  balances  are  listed  in  the  left  col- 


Frank's  Turkey  Farm 
Trial  Balancf 
.\ii{iust:}l,  IW2 


Cash 

15.27H 

Accounts  l<c('i"ival)lc 

:i.92.> 

Land 

y.<M{ 

Hiiildiii}; 

4.276 

Oriice  F(|ui|in;i'nl 

Accounts  I'ayahic 

1  I.2.j4 

Frank  l.yn.  Capital 

24.1.57 

rvHI 

io  J 


umn,  the  credit  balances  in  the  right.  The  trial  balance  is  pre- 
pared prior  to  the  creation  of  the  balance  sheet  and  income  state- 
ment. 

Keep  in  mind  that  the  trial  balance  proves  only  one  aspect  of 
the  ledgers,  the  equality  of  debits  and  credits.  It  does  not  prove 
that  ledger  entries  are  correct  or  accurate. 


Analyzing  Business  Books  ond  Records 

Financial  investigators  rarely  are  asked  to  construct,  or  have  a 
need  to  reconstruct,  a  full  set  of  financial  books  and  records. 
However,  searching  through  or  analyzing  information  in  financial 
records  is  a  common  investigative  technique.  Analysis  of  these 
types  of  business  records  tie  financial  transactions  to  criminal 
activity.  There  exists  a  ruthless  logic  in  accounting  which  over- 
comes deceit  and  deception. 

Analyzing  accounting  records  is  known  as  auditing.  Audit 
techniques  are  based  on  three  action  words —  analyze,  scrutinize, 
and  compare.  They  are  key  terms  in  dissecting  and  tracing  finan- 
cial transactions.  Investigators  need  to  look  beyond  the  written 
figures  in  books  and  records.  They  need  to: 

•  Analyie.  During  analysis,  the  accounting  books  and 
records  are  broken  into  their  component  parts.  For  example,  jour- 
nals are  analyzed  by  reviewing  individual  entries  and  seeing  if 
they  are  compatible  with  the  account  to  which  they  are  charged. 

•  Scrulinil*.  Look  for  leads  in  unusual  notations  on  docu- 
ments, absence  of  a  business  purpose  for  a  transaction,  or  lack  of 
documentation  for  a  transaction.  • 

•  Compar*.  Evaluate  and  compare  the  accounting  source 
document  to  independent  indicators  available  from  sources  out- 
side the  business.  Analyze  for  inconsistencies  and  out-of-thc- 
ordinary  transactions. 


Money  Laundering  Example 

Lets  look  at  two  situations  to  see  how  a  financial  investigator 
might  approach  them.  The  first  situation,  which  is  described 
below,  depicts  an  investigation  into  alleged  money  laundering. 

Information  indicates  that  Robert  Ogle  has  started  an  insur- 
ance business  to  conceal  his  true  business —  that  of  a  money 
launderer.  Prior  findings  show  that  Ogle  appears  to  have 
limited  financial  resources  and  little  experience  in  the  insur- 
ance industry.  Also,  investigative  research  reveals  that  Ogle 
has  never  before  owned  or  operated  a  business,  nor  has  he 
received  any  training  in  bookkeeping  or  accounting.  When 
contacted.  Ogle  declined  the  opportunity  to  discuss  the  mat- 
ter but  provided  his  business  s  journals  and  ledger  accounts 
to  the  investigator  stating,  ''It  is  all  there  in  black  and 
tvhite. " 

For  the  investigator's  purposes,  financial  analysis  of  a  money 
laundering  allegation  could  be  completed  through  the  examina- 
tion of  every  source  document  associated  with  each  transaction 
entered  into  by  Ogle  and  his  insurance  company.  However, 
attempting  to  identify  "suspect  transactions"  from  this  perspec- 
tive is  often  a  time  consuming  and  labor  intensive  process.  The 
process  is  made  even  more  complex  when  the  analysis  includes  a 
high  volume  of  transactions  over  an  extended  period  of  time. 
What  the  investigator  needs  to  facilitate  his  or  her  analysis  is  a 
"transactional  road  map,"  a  written  record  of  financial  events 
entered  into  by  a  business —  tht  journal. 

The  following  page  contains  entries  into  the  Ogle  Insurance 
Company's  General  Journal  during  January  1992.  Upon  scrutiny 
of  the  entries,  several  seem  to  merit  further  inquiry  within  the 
investigative  context.  These  entries  are: 

•  Entry  (a)—  The  $10,000  investment  by  Ogle  to  start  up 
the  business. 

•  Entry  (b) —  The  ability  of  R.  Ogle  Insuraiu^e  Company,  a 
new  business,  to  secure  a  S95,()00  mortgage  with  only  a  5 
percent  ($5,000)  down  payment. 

•  Kiitiy  (e) —  The  sale  of  a  S15,000  insurance  policy. 
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•  Entries  (f)  and  (h) —  The  sale  of  a  $13,000  insurance  pol- 
io-, on  credii. 

•  Entries  (g)  and  (k) —  The  particular  details  of  the  S30,000 
loan  and  subsequent  repayment. 

The  journal  entries  provide  information  which  narrows  the 
scope  of  inquir)'  from  eleven  transactions  to  seven  "suspect  trans- 
actions." However,  the  journal  entries  leave  certain  questions 
unanswered:  Who  are  L.  Able,  T.  Albert,  and  E.  Drew?,  who  pro- 
vided the  S30,000  loan?  and  what  is  meant  by  the  1/31  journal 
description  "equally  divided?" 

The  answers  to  the  questions  can  be  found  in  the  busines>"s 
ledger  accounts.  By  analyzing  ledger  accounts,  the  investigator 
can  determine  the  details,  in  temis  of  dollars,  for  every  transac- 
tion during  the  accounting  period  for  each  specific  account. 
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Ogle  Insurance  Company 

General  Journal  J-1 


Dote 

1992        AtcouiittHtes  Rtf.  DtUt  &e«t 

(a)  1/1    Cash  101  10,000 

R.  Ogle,  Capital  251  10,000 
Investment  by  R.  Ogle  to  start  business 

(b)  1/6   Unci  130  10,000 

Building  140  90,000 

Cash  101  5,000 

Mortgage  Payable  209  95,000 

Purchase  of  office  building 

(c)  1/7    Office  Furniture  118  2.000 

Cash  101  2,000 
To  record  purchasing  office  fimiiture 

(d)  1/9    Office  Equipment  119  l.(X)0 

Accounts  Payable  201  1,000 
Purchasing  office  equi])menl 

(e)  1/15    Cash  101  15.(X)0 

Sales  301  15,000 
Record  cash  sales  to  L.  Able 

(f|  1/20    Accounts  Receivable  102  13.000 

Sales  301  13,000 
Record  sales  on  account  to  T.  Albert 

(g)  1/20   Cash  101  30.000 

Notes  Payable  208  30.000 
To  record  loans  to  the  business  notes  issues  in  exchange 

(h)  1/24    Accounts  Receivable  102  14.000 

Sales  301  14.(KK) 
Record  sales  on  account  to  K.  Drew 

(i)  1/29    Accounts  Pavable  201  5{K) 

Cash  101  500 
Paid  on  account 

(j)   1/30   Cash  101  10.000 

Accounts  Receivable  102  10,(KK) 

Receipt  of  cash  on  account  of  T.  Albert 

(k)  1/31    Notes  Pavabh'  208  5.(((K) 

Cash  101  5.(KK) 

Paid  on  n(»te/c(]ually  divided 


163 


The  following  illustrates,  in  T-account  format,  Ogle  Insurance 
Company's  ledger  accounts  as  of  1/31/92. 


Cosh  (101) 

Accounts  Receivable  (102) 

(a)  1-1 -92 

10.000  1-6-92 

5,000(1)) 

(1)1-20-92 

13.000  1-30-92 

10,0000)  1 

(e)l-15 

15,000  1-7 

2,000(c) 

(h)l-24 

14,000 

(g)l-20 

30,000  1-29 

500(i) 

27.000 

10.000  1 

(i)l-30 

10.000  1-31 
65.000 

5,000(k) 
12.500 

1-31  Bal. 

17,000 

1-31  Bal. 

52.500 

Office  Funilture  (118) 

Accounts  Receivoble 
SubsicBory  Ledger 

Thomas  Albert 

((•)  1-7-92 

2.000 

P.O.  Box  123 
N.Y.,  N.\. 

001  1 

(f)  1-20-92 

13.000  1-30-92 

10,0000)  1 

Office  Equipment  (119) 

1-31  Bal. 

3,000 

((.1)1-7-92 

1.000 

Land  (130) 

Accounts  Receivable 
Subsidiary  Ledger 

Edward  Drew 
P.O.  Box  123 
N.Y..  N.Y. 

(b)  1-6-92 

10.000 

002  1 

Bunding  (140) 

(h)l -24-92 

14,000 

(h)  1-6-92 

90.000 

IVO 


Hum  myuHiv  |AWf 

(1)1-29-92              500  1-9-92 

1.000(d) 

(k)l-31-92 

5,000  1-20-92 

30,000(g) 

1-31-92  Bal. 

500 

1-31  Bal. 

25.000 

Mortgage  PayoUe  (209) 

1-6-92 

95.000(b) 

Notes  Payable 
Snsioory  Uoger 

R.  Ogle,  Capital  (2S1) 

Henrv  Brown 
P.O.  Box  123 
N.Y.,  N.Y. 

001 

1-1-92 

10.000(a) 

(k)  1-31-92 

2,500  1-20-92 
1-31  Bal. 

15,000(g) 
12..500 

Sales  (301) 

Notes  Poyable 
Subsidiory  Ledger 

1-15-92 

15.000(e) 

Dell  Clark 
P.O.  Box  123 
N.Y..  N.Y. 

002 

1-20-92 

13.000(f) 

(k)l -31-92 

2,5(K)  1-20-92 

I5,000(g) 

1-24-92 

14.000(h) 

1-31  Bal. 

12.500 

1-31  Bal. 

42.000 

Ledger  accounts  offer  additional  investigative  information 
relating  to  the  movement  of  money.  The  posted  journal  transac- 
tions for  the  Ogle  Insurance  Company  reveal: 

•  The  business  generated  sales  in  the  amount  of  S42,000  for 
the  month.  However,  the  business  incurred  zero  expenses  for  the 
month.  (Sales  ledger) 

•  The  identities  of  Thomas  Albert  and  Edward  Drew,  two 
individuals  who  purchased  insurance  on  credit,  have  been  deter- 
mined. (Accounts  Receivable  subsidiary  ledgers  001  and  002. 
respectively) 

•  The  providers  of  the  S3().(KK)  loan.  Henr>'  Ikown  and  Dell 
Clark,  have  been  identified  (Notes  Payable  subsidiary  ledgers 
001  and  002,  respectively) 
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•  The  mailing  address  for  Albert,  Drew,  Brown  and  Clark  has 
been  identified— P.O.  Box  ]  23,  New  York,  New  York. 

Some  specialized  ledgers,  called  subsidiary  i«dg«rs,  are 

mentioned  in  the  discussion  above.  These  ledgers  are  used  by 
accountants  to  provide  details  about  certain  accounts.  Business 
owners  need  to  know  not  only  the  total  amount  of  outstanding 
accounts  receivables  owed  to  the  business,  hut  also  what  each 
individual  customer  owes.  The  same  holds  true  for  the  business  s 
accounts  payable,  loans  payable,  and  certain  expense  accounts. 
This  internal  control  is  maintained  through  the  use  of  subsidiar>' 
ledgers  where  the  particulars  (name,  address,  credit  limits,  etc.) 
of  the  accounts  are  shown. 

Based  upon  the  financial  analysis  of  Ogle  Insurance 
Companv's  accounting  books  and  records,  various  transactions 
appear  to  be  suspect.  Analysis  of  the  source  documents  relating 
to  these  particular  transactions  will  he  the  next  investigative  step. 
The  following  illustrates,  in  narrative  form,  the  source  documents 
pertaining  to  the  Ogle  Insurance  Company  financial  transactions. 
The  letters  (a,  b,  etc.)  that  precede  the  descriptions  can  be  traced 
back  to  ledger  and  journal  entries. 

a.  On  1/1/92,  a  $10,000  certified  check,  made  payable  to 
"Cash"  was  deposited  into  the  Ogle  Insurance  Company  checking 
account. 

b.  On  1/6/92,  Ogle  Insurance  Company  completes  a  real 
estate  purchase  by  buying  an  office  ilding.  The  closing  state- 
ment, loan  application,  mortgage  note,  and  repayment  agreement 
are  maintained  by  the  insurance  company.  The  loan  is  extended 
to  Ogle  Insurance  (>ompany  and  a  Mr.  Thomas  Albert,  as  an  indi- 
vidual. The  total  cost  of  the  transaction  is  SIOO.O(K)  with  90%  of 
this  cost  allocated  to  the  building  and  MWc  to  the  land. 

c.  On  MlM'l,  Ogle  i)urchases  office  furnitnrc  in  the  amount 
of  S2.000.  Ogle  Insurance  pays  for  the  furniture  via  a  check 
(#101).  The  store  issues  a  receipt  for  the  purchase. 

d.  On  1/9/92.  Ogle  purchases  office  c(iuipmcnt  in  the  amount 
of  81.000.  The  purchase  is  made  on  credit.  The  terms  of  the 
repayment  are  S250  a  month  witli  the  first  months  |)uyment  due 
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30  days  after  purchase.  The  store  issues  a  receipt  and  a  credit 
tenns  agreement  to  Ogle  Insurance  Company. 

e.  On  1/15/92,  Ogle  Insurance  sells  an  insurance  policy  to 
Lyle  Able  in  the  amount  of  S15.000.  Able  pays  for  the  policy  in 
cash.  Able  is  issued  a  receipt  for  his  payment. 

f.  On  1/20/92,  Ogle  Insurance  sells  an  insurance  policy  to 
Thomas  Albert  in  the  amount  of  $13,000.  Albert  promises  to  pay 
for  the  policy  by  making  a  $10,000  payment  by  1/30/92  and 
$1,000  payments  everv'  30  days  after  that.  A  credit  agreement  is 
issued  to  Thomas  Albert. 

g.  On  1/20/92,  two  of  Robert  Ogle's  friends  each  loan  the 
insurance  company  $15,000.  Both  Henry  Brown  and  Dell  Clark 
provide  $15,000  in  currency.  The  insurance  company  prepares  a 
repayment  agreement  staling  the  terms  of  the  repayment  to  be 
S2.500  within  30  days  and  the  balance  repaid  within  one  year. 
Robert  Ogle.  Henry  Brown,  and  Dell  Clark  agree  to  and  sign  the 
loan  note.  The  $30,000  in  cash  is  deposited  into  the  businesses 
checking  account. 

h.  On  1/24/92.  Ogle  Insurance  sells  an  insurance  policy  to 
Edward  Drew  in  the  amount  of  $14,000.  Edward  Drew  promises 
to  pay  for  the  policy  within  30  days.  A  credit  agreement  is  issued 
to  Edward  Drew  by  the  insurance  company. 

i.  On  1/29/92.  Ogle  Insurance  check  #102  is  issued  in  the 
amount  of  8500  to  the  store  where  their  office  equipment  was  pur- 
chased in  partial  payment  of  the  outstanding  bill. 

j.  On  1/30/92.  cash  in  the  amount  of  $IO.(MK)  is  received  by 
the  insurance  companv  from  Thomas  Albert.  This  amount  is 
applied  to  his  outstanding  account. 

k.  On  1/31/92.  Ogle  Insurance  Company  checks  #103  and 
#104.  both  in  the  anionnt  of  .S2.5()().  are  mailed  to  Heniy  Brown 
and  Dell  Clark,  respectively.  These  payments  arc  made  according 
to  the  agreed  upon  terms  of  repayment  as  outlined  in  (g)  above. 

As  shown  through  the  Ogle  Insurance  C()ni|)any  example, 
investigative  analvsis  of  the  movement  of  nioney  into  and  llnmigb 


a  business  is  accomplished  through  an  understanding  of  the 
accounting  principles  of  journal  and  ledger  entries.  With  the  Ogle 
Insurance  Company  investigation,  journal  entries  were  scruti- 
nized to  determine  if  any  appeared  suspicious  or  required  further 
inquiry.  Once  specific  entries  were  selected,  the  ledger  postings 
related  to  them  were  analyzed.  Finally,  the  documentation  related 
to  a  transaction  was  examined. 

Political  Corruption  Exomple 

Now  let's  see  how  auditing  investigative  techniques  are  used  in  a 
case  of  alleged  political  corruption. 

The  contractor,  Woodruff  Contracting  Company,  writes  a 
check  to  a  supplier,  York  Company,  for  "'service",  in  the 
amount  of  $10,000.  The  check  ivas  endorsed  and  deposited 
hy  the  York  Company.  In  reviewing  Woodruff  Contracting 
Company's  Cash  Disbursements  Journal,  the  investigator 
notices  that  other  checks  to  York  Company  are  usually  in 
amounts  less  than  $1,000. 

Woodniff  Contracting  Company 


Cosh  DIsburwmmts  Jounral 


Dote 

Vendor 

Amount 

March 

1 

Tyc  Co. 

S6.000.00 

2 

York  Co. 

500.00 

.5 

Mill  Co, 

3.50(),(X) 

6 

York  Co. 

4.=i0.00 

9 

Sniitli  Co. 

3.250.00 

10 

York  Co. 

750.{K) 

14 

Tyc  Co. 

5.(K)0.(K) 

16 

Mill  Co. 

:i.5()0.(K) 

17 

York  Co. 

1().(KK).00 

1<> 

York  (]o. 

')50.(K) 

20 

Miller  Co. 

75().(M) 

21 

Sec  Co. 

7.(MM).(M> 
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The  investigator  scrutiniztd  the  check  and  then  went  one  step 
further  and  COmparMi  that  check  to  other  payments  made  to  York 
Company.  Something  was  out  of  the  ordinary. 

Inspection  of  York  Company s  Cash  Receipts  Journal  shoivs 
NO  entry  for  the  Woodruff  Contracting  Company  payment 
during  the  month  of  March. 

York  Conr^ativ 


Cash  Receipts  Journal 


Date 

Customer 

AnHHint 

March 

10 

Russell  Co. 

S800.00 

10 

Moore  Manufacturing 

S500.00 

12 

Falls  Inn 

S400.00 

13 

Grand  Co. 

S910.00 

14 

Franklin  Co. 

8450.00 

17 

Sussex  Contracting 

S780.00 

19 

Campbell  Co. 

S950.00 

20 

Branch,  Inc. 

S700.00 

22 

Calhoun,  Inc. 

81,000.00 

23 

Adams  Co. 

S600.00 

25 

Roberts  Contracting 

8500.00 

The  investigator  scrutiniztd  York  Company's  Cash  Receipts 
Journal  and  comporad  it  to  what  should  have  happened.  (When 
York  Company  receives  money,  normally  it  is  recorded  in  the 
Cash  Receipts  Journal). 

Review  of  York  Company's  General  Ledger  reveals  a  large 
debit  entry  to  the  Miscellaneous  Expenses  Account  and  a 
credit  to  the  Cash  Account,  both  in  the  amount  of  $10,000 
on  3/17. 


GMMfoilMlgw 
Cash  101 


Dote  Foiio 

Debit 

Oedit 

Bahuice 

S82.500 

3/2 

S  4()0 

82.100 

3/3 

l.(K)0 

81,000 

3/4 

■4.000 

77.100 

3/9 

300 

76.800 

3/11 

825 

75.975 

3/15 

1.250 

74,725 

3/17 

10,000 

64,725 

3/22 

650 

64,075 

3/23 

1,250 

62,825 

3/26 

750 

62.075 

MIsc  Expenses  800 


Date  Folio 

Debit 

Credit 

lokmce 

Sl.OOO 

3/2 

S  200 

1.200 

3/4 

75 

1.275 

3/7 

500 

1.775 

3/9 

200 

1,975 

3/10 

400 

2.375 

■M\2 

925 

3,300 

mi 

10,000 

13,300 

3/26 

350 

13,650 

3/27 

1,300 

14,950 

3/29 

450 

15,400 

A  canceled  check,  made  payable  to  cash  and  noted  ''Misc.  Exp., '" 
waj!  located.  The  check  was  dated  March  1 7  and  was  prepared  by 
the  president  of  the  York  Company.  The  check  was  endorsed  with  a 
stamp  and  the  notation  "CC- 1-59 199"  was  written  below  the 
endorsement. 


York  Company 

1115  Lancaster  Street 

Alexandria.  Virginia  22,'{()8 


Pav  to  the  , 

;  Orilerof:  ^'^^H 

1  , .  00 

1  Ten  tlioiisantl  dollars  and   

!  Pinkcrton  Bank 

i 

j  Misc.  Kx|). 


March  IT  19  92 


1308 
68-999 


1().0(X).00 

Dollars 


i3oa  ••'  oocuoooocfo  .•' 
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The  investigator  analyzed  the  general  ledger  and  then  scruti- 
nized canceled  checks  for  possible  leads.  A  $10,000  check, 
made  payable  to  "Cash,"  drawn  on  March  17,  was  locaied.  It  was 
signed  by  the  president  of  York  Company,  endorsed  with  the  com- 
pany stamp,  and  the  notation  "CC-1 -59199"  appeared  below  the 
endorsement. 

The  notation  "'CC- 1-59 199"  was  placed  on  the  York 
Company  check  by  a  financial  institution.  It  indicates  that 
the  check  was  used  to  buy  Cashiers  Check  #1-59199.  A  copy 
of  the  Cashiers  Check  was  obtained  from  the  financial  insti- 
tution. It  was  to  be  paid  to  Bavhe  &  Co. 


i  American  Security  atid  Trusl 

I  Washinglon.  DC  2(HK)1 

I 

j  Remilter  Vork 


Bache  &  Co. 
'Icn  llioiisatiil  ilcillars  anil 
(iashicr's  Check 


i:0  5E>00'l'l'l  H:   □BU'IBUE  III* 


March  1<>  19  <>2 


1-59199 

1  5  -399 
560 


1().0(H).(K) 


00 


□  00  lOOOOOO 


The  investigator  scrutiniztd  the  check,  saw  the  Cashier's 
Check  notation,  and  again  scrutinized  the  endorsement  of  that 
check. 

An  interview  ivith  a  representative  of  Bache  &  Co.  revealed 
hoiv  they  recorded  the  receipt  of  the  Cashiers  Check.  The 
check  was  credited  to  a  customer's  account.  Bache  &  Co. 
records  disclose  that  the  customer  is  Thomas  Foster,  a  city 
building  inspector.  Foster  used  the  money  to  buy  stock  and 
he  is  having  it  held  in  a  "street"  name  (Recall  from  Lesson  5 
that  stock  held  in  "street"  name  is  held  in  the  name  of  the 
broker  or  brokerage  firm,  not  in  the  name  of  the  owner). 

Through  financial  investigative  techniques,  the  investigator 
traced  the  movement  of  money  from  a  business's  books  and 
records  through  two  financial  institutions  to  the  resolution  of  a 
financial  crime. 

The  investigator  now  has  the  documentarv'  evidence  to  con- 
front the  president  of  York  Company.  Confronted  by  such  evi- 
dence, the  president  admits  his  involvement  as  the  "go-between" 
and  confinns  the  political  corruption  scheme. 


Indicators  of  Fraud 

Fraud  investigations  usually  arc  initiated  when  several  small 
events,  taken  together,  point  to  a  possible  pattern  of  deception. 
Within  a  business's  accounting  system,  there  are  often  physical 
indicators  that  point  to  a  pattern  of  deception.  The  following  indi- 
cators may  signify  that  financial  fraud  is  taking  place: 

•  Maintaining  two  sets  of  books  and  records 

•  Concealment  of  assets 

•  Destruction  of  hooks  and  records 

•  Large  or  frequent  cuiTcncy  transactions 

•  Payments  to  fictitious  companies  or  persons 

•  False  or  altered  entrii's  and  documents 
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•  False  invoicf^s  or  billings 

•  Purchase  or  sale  of  under  or  over-valued  assets 

•  Use  of  nominees 

•  Large  company  loans  to  employees  or  other  persons 

•  Frequent  cashing  of  checks  received 

•  Frequent  use  of  cashiers  checks 

•  Using  photocopies  of  invoices  or  receipts  instead  of  origi- 
nal documents 

•  Personal  expenses  paid  with  corporate  funds 

•  Payee  names  on  checks  left  blank  and  inserted  at  a  later 
date 

•  Excessive  billing  discounts 

•  Excessive  spoilage  or  defects 

•  Double  payments  on  billings 

•  Unnecessar>'  use  of  collection  accounts 

•  An  individual  negotiating  checks  made  payable  to 
a  corporation 

•  Second  or  third-party  endorsements  on  corporate  checks 

•  Excessive  use  of  exchange  checks  <  r  clearing  accounts 
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For  the  financial  investigator,  analysis  of  a  husinesss  journals  and 
ledgers  and  an  understanding  of  accounting  procedures  can  assist 
in: 

•  Identifying  the  movement  of  money  during,  a  financial 
crime 

•  Identifying  the  sources  and/or  applications  of  funds  made 
by  an  individual  or  business  for  a  given  period  of  time 

•  Determining  participants  in  specific  financial  transactions 

•  Uncovering  additional  leads  for  further  investigative  analysis 

The  accounting  principles  and  audit  techniques  tiescribed  in 
this  chapter  should  not  be  considered  tools  to  he  rigidly  memo- 
rized and  applied,  but  rather  an  inventory  of  perspectives  which 
will  broaden  the  base  of  knowledge  for  the  investigator. 


Questions  and  Exercises 

Answer  the  following  questions  then  check  your  responses  with 
those  provided  at  the  back  of  the  book. 

1.  How  do  the  three  major  fomis  of  business  organizations  com- 
pare when  it  comes  to  being  responsible  for  debts?  In  other 
words,  who  is  responsible  for  the  debts  of  a  proprietorship,  a  part- 
nership, and  a  coiporation? 


2.  Why  are  a  corporation's  Articles  of  Incorporation  and  a  part- 
nerships Articles  of  Partnership  important  to  the  financial  inves- 
tigator? 


Describe  the  tenns  "liability."  "asset."  and  "owner's  ecjuity." 


4.  The  balance  sheet  you  are  reviewing  has  coffee  stains  on  it. 
You  can  barely  make  out  that  the  total  amount  of  assets  is 
S675.325  and  the  owner's  equity  is  S276.58().  What  is  the  total 
amount  of  liabilities  reported?. 


5.  The  objective  of  accounting  is  to  show  in  summaiT  form  the 
results  of  financial  transactions  on  a  business.  How  is  this  objec- 
tive accomplished? 


6.  What  tloes  the  phrase  "the  balance  sheet  represents  a  snap- 
shot of  a  business's  condition"  mean? 

loi 


7.  What  does  the  following  journal  eniry  indicate? 

Cash  10,000 

Accounts  Receivable  10,000 


8.  Make  the  appropriate  ledger  account  entries  (in  T-account  for- 
mat) that  would  result  from  the  journal  transaction  in  question  7. 


9.  Based  on  the  following  information,  prepare  a  balance  sheet 
for  Collier  Company  (statement  date  is  12/18/92). 

•  On  12/12/92,  the  company  sold  25,000  shares  of  stock. 
Each  share  sold  for  SI  with  the  proceeds  of  the  sale  placed  into 
the  company  checking  account. 

•  On  12/14/92,  the  company  purchased  a  machine  for 
SI 2.000.  It  paid  $6,000  and  financed  the  balance  with  a  bank 
note. 

•  On  12/15/92,  the  company  bought  production  materials 
(inventoiy)  for  $40,000.  It  paid  815,000  and  promised  to  pay  the 
balance  in  30  days. 

•  On  12/16/92,  the  c-ompany  bought  a  second  machine  for 
S3,000  cash. 


10.  Journalize  the  entries  (as  they  would  appear  in  the  general 
journal)  for  the  transactions  listed  in  question  9. 


II.  Make  the  appropriate  ledger  account  entries  (in  T-account  for- 
mat) that  would  result  from  the  journal  transaction  in  question  9. 


12.  Based  on  the  following  information,  prepare  an  income  state- 
ment (in  multi-step  format)  for  Pratt,  Inc.  (period  ending 
12/31/92) : 

•  Cost  of  goods  sold  $30,000 

•  Selling  expenses  S5,000 

•  Interest  expense  $10,000 

•  Administrative  expenses  $100,000 

•  Sales  revenue  $155,000 

•  Sales  returns  and  allowances  $5,000 


13.  Why  is  a  knowledge  of  accounting  important  to  the  financial 
investigator? 
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Iracing  Funds  Usiig  H||  Direct  Method  of  Proof 

or  the  financial  investigator,  the  proof  of  a 
financial  crime  is  accomplished  by  document- 
ing a  suspect's  receipt  and/or  disposition  of  the 
proceeds  from  an  illegal  activity.  Proof,  like  evidence,  can  be 
either  direct  or  circumstantial.  In  this  chapter  and  the  next,  you 
will  learn  about  methods  of  proof.  Chapter  8  focuses  on  three 
methods  of  indirect  (circumstantial)  proof.  This  chapter  deals 
with  the  specific  item  method,  a  direct  method  of  proof.  This 
method  of  proof  is  the  simplest  method  of  proving  that  a  suspect 
has  paid  for  something  using  illicit  funds  or  received  funds 
through  an  illegal  means.  The  investigator  looks  for  specific  ille- 
gal transactions.  Nothing  is  implied  or  inferred.  A  direct  link  is 
established  between  the  suspect  and  a  financial  transaction. 

The  specific  item  method  can  be  used  to  document  the  move- 
ment of  money  from  either  the  point  of  payment  or  the  point  of 
receipt.  An  example  of  each  is  contained  in  this  chapter.  This 
chapter  also  describes  several  schemes  a  business  or  individual 
may  use  to  cover  illegal  activities.  Once  a  specific  financial  trans- 
action is  discovered,  the  investigator  needs  to  review  the  infoniia- 
tion  surrounding  the  transaction.  This  chapter  contains  a 
discussion  on  reviewing  "suspect  payments."  The  chapter  con- 
cludes with  some  thoughts  on  using  the  specific  item  method. 
After  studying  Chapter  7,  you  should  be  able  to: 

•  Kxplain  the  concept  of  "direct  proof." 

•  Describe  various  poiiit-of-payment  schemes. 

ERIC 


•  Describe  information  surrounding  "suspect  payments"  that 
cause  an  investigator  to  become  suspicious. 

The  goal  of  a  financial  investigator  is  to  trace  the  movement  of 
money.  In  doing  so,  the  investigator  tries  to  prove  that  a  suspect 
received  or  tendered  illegal  funds.  The  proof  can  be  either  direct 
or  circumstantial.  This  chapter  focuses  on  the  specific  item 
method  of  tracing  funds,  a  direct  method  of  proof. 


What  is  the  Specific  Item  Method? 


The  specific  item  method  is  the  technique  most  commonly  used 
by  the  financial  investigator.  It  enables  an  investigator  to  offer 
proof  of  a  suspect's  receipt  and/or  disposition  of  funds  from  an 
illegal  activity.  This  proof,  like  evidence,  can  be  categorized  as 
either  diiect  or  circumstantial.  The  proof  obtained  via  the  spe- 
cific item  method  is  direct  proof —  proof  precise  to  the  point  at 
issue.  This  direct  proof  is  achieved  when  investigative  findings 
identify  specific  financial  transactions  involving  the  suspect. 
Such  findings  show  a  direct  link  between  financial  transactions 
and  the  suspect.  Direct  proof  reveals  the  suspect's  personal 
involvement  and  knowledge  of  the  illegality  of  the  financial 
activity  under  investigation.  With  the  specific  item  method,  the 
investigator  tries  to  uncover  a  specific  illegal  or  unusual  finan- 
cial transaction  and  then  analyze  the  information  obtained  from 
the  transaction  to  identify  the  parties  involved.  The  specific  item 
method  is  the  preferred  technique  of  proving  financial  criminal 
activity  because  it  is  the  easiest  to  present  at  trial  and  the  proof 
that  results  from  its  application  is  the  most  difficult  for  the  sus- 
pect to  refute. 

There  are  two  sides  to  ever\-  financial  transaction:  payment 
and  receipt.  The  specific  item  method  can  be  used  to  doc-ument 
the  movement  of  money  from  either  side  of  a  transaction.  Point* 
of'paymtnt  analysis  begins  at  the  transaction's  origin —  the 
payor  of  the  funds.  Alternatively,  point>of*r«C«ipt  analysts 
begins  with  the  receiver —  the  recipient  of  the  funds.  Usually, 
the  choice  of  which  type  of  analysis  to  use  is  contingent  upon  the 
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circumstances  of  the  investigation.  Normally,  the  investigator 
chooses  the  method  which  appears  to  be  the  easiest. 

Example  of  Point-of-Poynititt  Analysis 

William  Drawer,  president  of  Leo,  Inc.,  is  suspected  of  purchas- 
ing illegal  drugs.  During  an  interview  with  him,  he  denies  the 
allegation  and  contends  that  he  is  not  financially  able  to  purchase 
narcotics.  The  investigator  reviews  the  books  and  records  of  Mr. 
Drawer's  business  and  compares  the  Cash  Receipts  Journal  (the 
journal  used  to  record  the  dates,  sources,  and  amounts  of  money 
received  into  the  business)  to  the  bank  statements.  Everything 
balances.  The  investigator  then  interviews  the  company  book- 
keeper who  states  that  all  payments  to  Leo,  Inc.  are  received  in 
the  mail.  The  bookkeeper  further  states  that  before  Mr.  Drawer 
sees  the  mail,  the  payments  are  extracted  and  deposited  into  the 
bank.  Next,  the  investigator  reviews  Mr.  Drawer's  personal 
finances.  That  review  tends  to  support  Mr.  Drawer's  statement 
relating  to  his  financial  inability  to  purchase  illegal  drugs. 

The  investigator  contacts  Leo,  Inc.'s  customers  and  finds  that 
their  records  balance  to  the  receipts  recorded  in  the  Leo,  Inc.'s 
Cash  Receipts  Journal.  Next,  the  investigator  reviews  the 
expenses  recorded  in  Leo,  Inc.'s  Cash  Disbursements  Journal  (the 
journal  used  to  record  the  dates,  amounts,  and  recipients  of  pay- 
ments made  by  the  business).  The  investigator  locates  an  entry  for 
a  Sl,500  check  made  payable  to  Gemini  Corporation.  A  review  of 
Gemini  Corporation's  books  reveals  that  they  have  no  record  of 
receiving  the  S  1,500  check. 

The  bookkeeper  at  Leo,  Inc.  locates  the  canceled  check  and 
provides  it  to  the  investigator.  Analysis  of  the  check  shows  that  it 
was  I'ashed  at  the  bank  where  Mr.  Drawer  has  his  personal 
account  and,  through  analysis  of  handwriting  exemplars,  a  hand- 
writing expert  determines  that  Mr.  Drawer,  not  the  appropriate 
person  from  Gemini  Coiporation,  endorsed  the  check.  These  spe- 
cifii-  items,  the  transaction  recordeil  in  Gemini  Corporation's  Cash 
Disbursements  Journal  and  the  canceled  check,  provide  the  proof 
the  investigator  needs.  The  investigator  now  has  a  source  of  funds 
that  Mr.  Drawer  i-ould  have  useil  for  the  purchase  t)f  illegal  drugs. 
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ExampI*  of  Point-of-Re<«ipt  Analysis 

Harold  O'Brien  is  a  witness  in  the  case  against  AKP  Paints.  A 
review  of  his  bank  records  reveals  a  $2,000  check  made  payalile 
to  AKP  Paints.  The  check  is  notated  "supplies"  and  the  encoding 
on  the  bottom  right  corner  confirms  tiie  amount  paid  as  S2.000. 
Upon  review  of  AKP  Paintss  Cash  Receipts  Journal,  the  investi- 
gator discovers  that  the  ijusiness  recorded  a  S750  payment  for 
supplies  from  Harold  O'Brien.  The  bank  statement  balanc-es  to 
the  entry  made  in  the  journal.  However,  there  is  a  discrepancy  of 
$1,250  between  the  amount  of  the  check  and  the  entry  in  the 
Cash  Receipts  Journal.  It  is  this  discrepancy,  this  specific  item, 
that  tiie  financial  investigator  will  want  to  trace. 

The  investigator  reviews  the  back  of  the  c-anceled  diec-k  and 
sees  a  "For  Deposit  Only"  stamp  on  it,  indicating  tiiat  the  chec-k 
was  deposited  into  AKP  Paint's  corporate  account.  Next,  the 
investigator  reviews  the  deposit  slip  used  to  deposit  tiie  dieck.  it 
reveals  a  split  deposit  transaction.  Only  $750  was  deposited  into 
liie  account  wiiile  the  remaining  $1,250  was  returned  in  curreiic-y. 
Now,  the  investigator  can  question  the  suspect  (the  person  who 
deposited  the  check)  as  to  the  disposition  of  the  $1,250  in  cur- 
rency. When  confronted  with  the  proof,  tiie  suspect  confesses  to 
cashing  tiic  ciieck  and  taking  the  currency  for  her  own  use. 


Point-of-Payment  Schemes 


The  specific  item  method  oi'len  i)ecomes  difficult  to  use  as  an  inves- 
tigative technique  wiien  tracing  the  flow  of  funds  from  the  point  of 
receipt.  For  example,  in  instances  where  payments  are  received  in 
cash  or  the  movement  of  money  is  not  reflected  in  a  business's 
l)ooks  and  records,  tracing  from  the  point  of  receipt  is  difficult. 
Luckily,  tiie  financial  investigator  has  other  options  to  use  in  tii«'se 
instances —  methods  of  indirect  proof.  Tiiose  methods  are  dis- 
cussed in  (^lia{)ter  K.  For  now.  we  will  concentrate  on  applying  the 
metiiod  of  direct  pn)of.  tlie  specific  item  metiiod.  to  resolving  c-rimi- 
nal  financiai  activity  from  the  point-of-paynient  iipproac-h. 

Financ-ial  fraud,  wiiether  in  the  form  of  kickliac-ks,  emi)ezzle- 
iiKMit,  insider  trading,  or  money  laundering,  is  often  disceniil)le 
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through  investigative  analysis  using  a  point-of-paynient  approach. 
There  are  various  "point-of-payment"  schemes  a  business  may 
use  to  cover  its  illegal  activities.  These  schemes,  and  the  inves- 
tigative steps  used  to  detect  them,  are  discussed  below. 

Fictitious  Payable  Schemes' 

Within  a  business  setting,  fraudulent  activity  is  often  perfected 
through  the  establishment  of  fictitious  accounts  payable  or  fraud- 
ulent entries  in  the  Accounts  Payable  journal.  Through  the  cre- 
ation of  fictitious  vendors  and  false  billings,  fraudulent  financial 
transactions  can  occur.  Detection  of  these  transactions  can  best 
be  accomplished  by  analyzing  the  follow  ing  types  of  records: 

Accounting  Books  and  Records 

•  Cash  Disbursement  Journals 

•  Cash  Receipts  Journals 

•  I.edgers 
Sales  Documentation 

•  Purchase  Orders 

•  Invoices 

•  Documentation  show  ing  receipt  of  goods  ordered,  etc. 
Bank  Account  Information 

•  All  records  of  payments:  canceled  checks,  wire  transfer 
receipts,  receipts  for  purchases  of  cashier's  checks  and 
money  orders,  and  witlidrawal  slips 

•  Check  Registers 

•  Account  Statements 

The  most  important  of  the  above  information,  and  often  suffi- 
cient in  and  of  itself,  is  the  bank  account  information.  When 
reviewing  bank  account  information,  the  investigator  should  look 
for  the  following: 


•  Paymrats  by  <h«<k  and  oth«r  typ«s  of  account  with- 
drawals mad*  payable  or  charged  to  the  account  on  which  the 
illicit  payments  are  suspected.  For  example,  if  the  investigator 
suspects  that  kickbacks  were  paid  on  sales  to  the  Teaparty 
Corporation,  the  search  would  begin  with  checks  made  payable  to 
"Teaparty  Corporation"  and  continue  with  the  analysis  of  those 
checks  as  they  move  through  the  bookkeeping  system. 

•  Payments  by  checic  for  services  rendered.  Be  sure  to  look 
into  transactions  involving  sales  commissions  and  consulting  fees. 
These  types  of  services  do  not  require  the  delivery  of  goods,  and 
relatively  little  documentation,  other  than  the  check  itself,  is 
required  as  a  record  of  payment. 

•  Atypical  charges  for  the  business.  Look  for  out-of-the- 
ordinary  charges  relating  to  uiiusual/unnatural  sei-vices  tliat  the 
business  is  not  normally  involved  in.  For  example,  a  video  pro- 
duction company  would  not  normally  be  involved  in  business 
transactions  with  a  plumbing  supply  company. 

Ghost  Employee  and  Payroll  Kickback  Schemes 

Illicit  funds  may  be  generated  and  disguised  as  salaiy  payments 
to  fictitious  or  foniier  employees.  For  example,  payments  to  cur- 
rent employees,  in  the  form  of  bonuses  or  expense  reimburse- 
ments, can  be  returned  to  the  payor  or  passed  on  to  another 
individual.  In  instances  where  ghost  employee  or  payroll  schemes 
are  suspected,  the  following  records  should  be  obtained  by  the 
investigator  from  the  suspect  company  in  order  to  trace  the  flow  of 
funds: 

•  Payroll  and  employee  lists  (e.g.,  time  and  attendance 
records) 

•  Personnel  files,  employment  applications,  lax  withholding 
fonns.  and  social  security  numbers 

•  Payroll  checks 


Investigative  attempts  to  identify  the  ghost  employee  or  payroll 
kickback  scheme  can  be  completed  through  the  following  steps: 

•  Compare  personntl  office  employee  records  with  tlie  pay- 
roll records.  Discrepancies  should  be  analyzed.  Any  employee 
who  does  not  have  taxes  withheld  from  his  or  her  paycheck  or 
does  not  participate  in  the  company's  health  insurance  program 
should  be  scrutinized. 

•  Verify  tlie  employee's  claimed  social  security  number.  A 

fictitious  emplovee  may  be  given  a  social  security  number  which 
does  not  exist. 

•  Loolt  for  inflated  salaries  and  travel  expenses.  An 

employee's  normal  salary  may  also  be  inflated  or,  more  commonly, 
his  or  her  travel  and  expense  reimbursements  may  be  padded  to 
generate  illicit  payments.  Look  for  unusual  disbursements  from 
the  accounts  where  such  checks  are  deposited. 

Once  a  suspicious  paycheck  has  been  identified,  the  flow  of 
the  check  through  the  bank  system  can  be  traced  by  using  the 
applicable  bank  statement  and  the  bank's  proofing  system. 

Overbilliiig  Schemes 

Illicit  funds  may  be  added  to  legitimate  payments  for  goods  or 
services  provided  by  actual  suppliers,  with  the  additional 
amounts  being  passed  on  by  the  supplier,  or  returned,  usually  via 
currency  to  the  payor  for  distribution.  The  records  required  for 
tracing  phony  payables  from  both  the  original  payor  and  any 
intermediaries  (shell  companies  and/or  straw/nominee  individu- 
als) are  available  to  the  investigator.  Important  indicators  of  over- 
payment schemes  are: 

•  N{»tati(ms  on  invoices  or  other  billing  documents  that  l»reak 
out  "extra"  or  special  charges,  particularly  those  whicli  require  no 
deliver)-  of  goods 

•  Discrepancies  between  the  pur(  liasc  order  or  invoice 
amount  and  the  amount  of  payment 


•  Unusually  large  amounts  appearing  on  particular  bills,  or 
bills  which  break  a  consistent  pattern  as  shown  on  the  books  and 
records 

Offbook  and  Currency  Schemes 

Using  the  specific  item  method  of  tracing  funds  from  the  point  of 
payment  becomes  more  complex  when  those  payments  do  not  go 
through  a  business's  books  and  records  or  when  they  are  made  in 
currency.  For  example,  customers  of  the  suspect's  business  may 
demand  that  their  illegal  payments  be  diverted  to  off-book 
accounts;  therefore,  they  will  not  be  reflected  in  the  suspect  busi- 
ness's books  and  records.  These  types  of  transactions  may  be  dis- 
covered through  contact  with  the  suspect  business's  competitors 
or  by  analyzing  unusual  costs  and  expenses  shown  on  the  com- 
pany books  which  are  not  associated  with  known  sales  or  busi- 
ness activity. 

In  most  industries,  there  is  a  fixed  relationship  between  the 
cost  of  producing  and  selling  a  particular  item  and  the  revenues 
that  the  item  getierates.  In  other  words,  the  amount  of  raw  materi- 
als and  labor  used  to  produce  a  product  or  perfonii  a  service  usu- 
ally is  fairly  consistent.  The  same  is  normally  true  with  respect  to 
utility  usage,  transportation  cost.  etc.  Therefore,  a  significant 
imbalance  in  these  ratios  indicates  possible  unrecorded  transac- 
tions. For  exami)le.  an  investigator  should  be  suspicious  if  a  com- 
pany's records  show  tha»  if  ordered  twice  the  amount  of  raw- 
materials  that  it  usually  does  but  did  not  produce  twice  the 
amount  of  product. 

CuiTcticy  payments  can  be  traced  from  the  point  of  payment 
bv  matching  the  payor's  currency  withdrawals  to  the  recipient's 
coiTespondirig  currency  deposits,  expenditures,  or  visits  to  a  safe 
deposit  box.  Another  strong  indicator  of  currency  payments  is  the 
purchase  of  a  cashier's  check  or  a  wire  transfer  made  payable  to 
the  recipient  at  or  shortly  after  cash  withdrawals  or  disluirsetiients 
l)\  the  payor.  I'liexplaincd  or  unusual  currency  disbursements  or 
withdrawals,  particularly  from  a  business  which  does  not  nor- 
mally <leal  in  curreticv.  mav  itself  indicate  illicit  transactions. 


Reviewing  Suspect  Payments 


Tracing  the  flow  of  funds  from  the  point  of  payment  often  involves 
reviewing  the  "suspect  payments"  themselves.  In  a  transaction 
involving  a  canceled  check,  this  would  include: 

•  R«vi«wing  th«  •ndorsMiiMt  on  th«  check.  This  endorse- 
ment mav  be  a  signature,  but  more  commonly  it  is  an  endorse- 
ment stamp  in  the  name  of  the  business  payee.  The  identity  of  the 
endorser  frequently  is  the  corrupt  recipient. 

•  Noting  tho  location  whoro  tho  checii  was  negotiated. 

When  the  endorsement  is  not  obvious,  the  identity  of  the  bank  at 
which  the  deposit  was  made  becomes  important.  The  depositor)' 
bank's  stamp  will  appear  on  the  back  of  the  check  as  a  part  of  the 
proofing  system.  Through  the  check  s  routing  symbols  (ABA  tran- 
sit number  and  check  routing  symbol),  the  geographical  location 
of  the  depository  bank  can  be  identified  and  the  locale  of  the  sus- 
pected recipient  can  be  determined.  This  type  of  information  can 
be  used  to  determine  the  location  of  the  recipient's  bank  account 
if  it  becomes  necessary  to  analyze  his  or  her  bank  records. 

•  Checils  with  a  second  endorsement.  A  check  payable  to  a 
business  which  is  endorsed  by  that  business  and  then  endorsetl  a 
second  time  by  a  specific  person,  thereby  allowing  the  check  to 
be  cashed  or  deposited  into  that  persons  personal  account,  is  typ- 
ical of  a  fictitious  payable  scheme.  Another  example  would  be  a 
check  payable  to  a  third  party  which  is  endorsed  by  that  third 
pai1v  and  then  endorsed  over  to  the  issuer  of  the  check. 

•  Checils  payable  to  a  business  which  are  cashed'out. 

Normal  business  practice  calls  for  checks  to  be  deposited. 
Usually,  a  "For  Deposit  Only"  stamp  appears  on  the  back  of 
dej)()sited  c-hec-ks.  When  checks  are  cashed-oiit  at  a  bank  instead 
of  deposited  into  an  account.,  suspicions  should  arise. 

•  Checks  which  fall  into  unexplained  patterns.  Inusual  or 
unexplained  patterns  of  check  transactions  can  be  an  indicator  of 
illegal  activity.  For  example,  the  discovery  of  a  pattern  of  checks, 
one  per  month,  written  to  a  particular  c  ustomer,  with  each  check's 


amount  equaling  10%  of  the  monthly  sales  made  to  that  customer, 
can  indicate  a  potential  kickback  situation. 

If  the  examination  of  the  checks  themselves  do  not  yield  any 
clear  and  convincing  patterns  relating  to  the  illegal  movement  of 
money  from  the  point  of  payment,  the  next  step  would  be  to  com- 
pare the  record  of  payment  to  "backup  documentation"  in  the 
business's  accounting  system.  Particular  attention  should  be 
given  to  the  following  circumstances: 

•  Th«  absence  of  documentation  to  support  a  particular 
payment.  It  is  suspicious  when  no  invoice  is  on  file  for  payments 
to  suppliers  or  no  receipt  exists  to  indicate  that  materials  paid  for 
were  actually  delivered  and  received. 

•  Discrepancies  between  the  payment  information  ond 
the  bacicup  documentation.  For  example,  the  amount  of  a  check 
payable  to  a  supplier  is  different  from  the  invoice  amount,  or  a 
check  payable  to  a  person  or  business  is  different  from  the  person 
or  business  identified  on  the  invoice  itself. 

•  Coincidences  in  the  bacicup  documentation.  Look  for 
invoices  from  several  suppliers  which  have  different  names  but 
share  the  same  business  address.  Also  look  for  invoices  from  dif- 
ferent companies  that  are  signed  by  the  same  person. 

•  Unnumbered  or  sequentially  unusual  invoices. 

Unnumbered  invoices  are  suspicious  and  a  situation  where 
invoices  #101,  #102.  and  #103  are  dated  30  days  apart  is  also 
suspicious. 

•  Alterations  or  photocopioit  of  backup  documentation. 

Photocopies  of  backup  documentation  may  be  made  to  conceal 
alterations  to  the  originals. 


Thoughts  on  Using  the  Specific  Item  Method 


^  hen  using  a  specific  item  method  to  trace  the  flow  of  hinds  from 
the  point  of  payment,  it  is  important  to  remember  that  financial 
statements  and  accounting  records  are  only  representations  of 
something  that  should  exist  in  the  real  world.  A  financial  state- 
ment for  a  business  that  reports  cash  of  S5.000,  means  that  some- 
where that  business  should  have  $5,000  in  cash.  And.  if  a 
company  claims  an  inventory  of  SlO.OOO,  that  inventorv'  should 
be  observable.  There  always  is  an  analytical  relationship  between 
representations  in  financial  documents  and  the  physical  goods 
and  assets.- 

\^  hen  searching  for  fraud,  the  investigator  should  be  inquisi- 
tive and  challenge  things  that  appear  to  be  out  of  the  ordinary-  or 
out  of  sequence.  If  sales  are  rising,  the  cost  of  outbound  freight 
should  be  rising.  If  purchases  are  increasing,  the  cost  of  inbound 
freight  should  be  increasing.  Even*'  business  has  analytical  rela- 
tionships that  should  exist.  Therefore,  examining  financial  state- 
ment data,  including  bank  financial  statement  data,  to  see  if  it 
makes  sense  with  respect  to  non-financial  statement  data  is  one  of 
the  best  ways  to  detect  fraud.  Investigators  who  ask  themselves  if 
reported  amounts  are  too  small,  too  large,  too  early,  too  late,  too 
often,  and  too  rare  or  who  look  for  things  that  are  reported  at  odd 
times,  by  odd  people,  and  using  odd  procedures  are  much  more 
likely  to  detect  fraud  than  those  who  view  the  financial  statements 
without  any  hint  of  skepticism.' 

The  embodiment  of  such  skepticism  is  the  specific  item 
method  of  tracing  tlie  flow  of  funds.  It  provides  financial  proof  of 
the  receipt  or  disposition  of  illicit  funds  by  the  suspect  under 
investigation. 


In  this  chapter,  you  were  introduced  to  the  technicjue  most  com- 
monly used  by  the  financial  investigator,  the  specific  item  method 
of  tracing  funds.  The  proof  obtained  by  the  application  of  this 
method  is  direct  proof,  proof  precise  to  the  point  at  issue.  When 
investigative  findings  reveal  specific  financial  transactions  being 
paid  bv  or  received  by  the  suspect,  direct  proof  of  a  financial 
crime  is  achieved.  Such  findings  reveal  a  specific  link  between 
the  suspect  and  the  transactions  at  issue. 

The  specific'  item  method  can  be  used  to  trace  the  movement 
of  money  from  either  its  point  of  payment  or  its  point  of  receipt.  In 
instances  when  specific  financial  events  can  be  identified  with 
particular  financial  crimes  (i.e.,  insider  trading,  kickback  pay- 
ments, embezzlement,  etc.)  the  specific  item  method  can  be  suc- 
cessfullv  emploved  as  an  analysis  technique.  This  method  also 
can  be  applied  when  financial  transactions  leave  an  audit  trail, 
either  in  a  business's  accounting  records  or  a  financial  institu- 
tions recordkeeping  system. 


Questions  and  Exercises 

Answer  the  following  questions  and  then  check  your  responses 
with  those  prov  ided  at  the  back  of  the  book. 


1.  The  specific  item  method  is  known  as  a  "direct  method  of  trac- 
ing funds."  What  does  this  mean? 


2.  What  type  of  information  is  most  useful  when  dealing  with  a 
fictitious  payable  scheme? 


3.  W  hen  investigating  a  possible  payroll  kickback  scheme,  why 
would  an  investigator  wani  to  look  itito  an  employee's  travel 
expenses? 


1.  Describe,  by  example,  an  overbilling  scheme. 


5.  Tracing  i-uneiicy  payments  via  the  specific  item  method  is  not 
an  easy  task.  Identify  two  situations  that  may  indicate  cuirency 
pavnients  in  an  illicit  transaction. 


6.  )\  hat  is  unusual  about  the  following  information  compiled  from 
a  suspect  s  Cash  Disbursements  Journal  and  bank  statements? 
1/18/91      Paid  Lopez  Electronics  S250 
1/31/91      Paid  Lopez  Electronics  $25 
2/16/91      Paid  Lopez  Electronics  $265 
2/28/91      Paid  Lopez  Electronics  $26.50 
3/17/91      Paid  Lopez  Electronics  $230 
3/31/91      Paid  Lopez  Electronics  $23 


7.  Larrv  s  Weight  Club  wrote  a  $3,500  check  to  Silver  Ironworks, 
Inc.  Silver  Ironworks  cashed  the  check.  Why  might  an  investiga- 
tor become  suspicious  of  this  situation? 


8.  List  three  situations  involving  "backup  documentation"  that 
would  cause  an  investigator  to  become  suspicious. 


Endnotes 

1  Jack  T.  Wells.  W.  Steve  Albrecht.  Jack  Bologna,  and  Gilbert 
Gels.  Fraud  Examiner's  Manual.  (National  Association  of 
Certified  Fraud  Examiners.  1989).  Section  1 11.  pp.  38  -  44. 

2  Fraud  Exarniner's  Manual.  Section  111.  pp.  17  and  IB 
;i  Fraud  Examiner's  Manual.  Section  111.  pp.  13  -  19 
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Iradng  Funds  Usi||l^rect  Methods  of  Proof 

'$/:--'^:'^^lm:n  Chapter  7,  the  specific  item  method,  a  direct 
"'^i"  f  W  method  of  proof,  was  discussed.  This  chapter 
A  focuses  on  three  indirect  methods  of  proof:  net 
worth  analysis,  the  expenditures  method,  and  the  bank  deposit 
method.  Each  of  these  methods  can  be  used  to  show  that  a  sus- 
pect's expenses  exceed  his  or  her  known  sources  of  income. 
However,  none  of  them  can  prove  where  the  extra  income  comes 
from.  That  is  why  the  three  methods  are  called  "indirect  methods 
of  proof,"  for,  like  circumstantial  evidence,  inference  is  needed  to 
establish  the  fact  at  issue.  And  just  what  is  that  fact?  It's  that 
somehow,  the  individual  under  investigation  is  receiving  more 
income  than  he  or  she  legitimately  "earns." 

With  the  specific  item  method,  an  investigator  searches  for  a 
specific  financial  transaction  to  investigate.  With  the  indirect 
methods  of  proof,  an  investigator  gathers  all  sorts  of  financial 
information  and  then  plugs  the  information  into  mathematical  for- 
mulas. This  chapter  contains  an  example  of  a  calculation  for  each 
indirect  method  of  proof. 

After  studying  Chapter  8,  you  should  be  able  to: 

•  Differentiate  between  direct  proof  and  indirect  {)roof. 

•  Describe  what  types  of  information  are  gathered  through 
the  completion  of  a  financial  profile. 

•  Stale  when  it  is  appropriate  to  use  an  indirect  method  of 
proof. 

Id  J 
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•  State  the  requirements  of  proof  for  each  indirect  method  of 
proof. 

•  Write  the  formula  for  each  indirect  method  of  proof. 

•  Perform  net  worth  analysis. 

•  Perfomi  expenditures  analysis. 

•  Perfonn  bank  deposit  analysis. 

It  is  not  always  possible  to  use  the  specific  item  method  when 
tracing  the  flow  of  funds.  For  example,  it  is  difficuU  to  use  the. 
specific  item  method  when  cash  payments  are  made  or  the  move- 
ment of  money  is  not  reflected  in  a  business's  books  and  records. 
It's  hard  to  find  a  specific  item  to  investigate  when  transactions 
are  not  recorded  in  financial  records.  So,  while  it  is  not  always 
possible  to  use  the  specific  item  method,  the  investigator  need  not 
worry —  other  methods  are  available,  indirect  methods  of  proof. 
Through  indirect  or  circumstantial  methods,  the  investigator  can 
trace  the  proceeds  from  almost  any  type  of  illegal  activity —  from 
fraud  and  corruption  to  tax  evasion  or  drug  dealing —  all  from  the 
point  of  receipt.' 

The  indirect  methods  of  tracing  funds  are  based  on  a  simple, 
and  almost  invariably  true,  principle — 

Money,  in  any  significant  amount,  uill  ctTntually  show  iij>. 
directly  or  indirectly,  in  the  accounts,  assets,  or  expenditures  oj 
the  recipient. 

The  indirect  methods  of  proof  are  most  useful  when  the  sus- 
pect is  taking  currency  or  other  payments  that  cannot  be  directly 
traced.  As  an  investigati\e  tool,  the  indirect  methods  can  corrobo- 
rate testimony  alleging  hidden  illicit  payments.  They  nctt  only 
provide  the  investigator  w  ith  the  evidence  of  a  financial  crime,  but 
provide  "leads"  pointing  to  further  investigative  incjuiry  as  well. 


The  Financial  Profile^ 
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The  specific  item  method  relies  on  a  microscopic  view  of  financial 
transactions  through  the  review  of  books,  records,  or  bank  accounts 
of  the  recipient  and  payor  of  illegal  funds.  In  contrast,  the  indirect 
methods  of  proof  require  a  macroscopic  view  of  the  financial  situa- 
tion under  investigation.  Since  the  indirect  methods  of  proof  do  not 
allow  the  investigator  to  directly  trace  transactions,  he  or  she  must 
prepare  an  over\'iew  of  the  suspects  financial  condition —  a  finan- 
cial profile.  This  is  accomplished  by  uncovering  what  the  suspect 
owes,  owns,  earns,  and  spends  at  a  given  point  in  time  or  over  a 
given  period  of  time.  Also,  it  entails  finding  out  the  sounres  and 
applications  of  funds  used  to  make  purchases  or  pay  expenses.  The 
financial  profile  may  uncover  direct  proof  of  illegal  income  or  hid- 
den assets,  or  circumstantially  show  that  the  suspect's  expendi- 
tures exceed  his  or  her  known  sources  of  funds. 

A  financial  profile  is  comf)leted  via  techniques  used  by  the 
inve,stigator  during  the  investigative  process.  Of  major  importance 
to  the  completion  of  the  financ-ial  profile  is  a  thorough  interview 
with  the  suspect.  Other  information  can  be  gathered  through  third- 
party  contacts  and  from  public  information  sources.  Financial 
transactions  maintained  within  the  records  of  financial  institutions 
that  the  suspect  deals  with  arc  important  sources  of  infonuation  in 
the  completion  of  the  financial  profile.  Historic;ally,  illicit  funds  in 
any  significant  amount  eventually  pass  through  a  suspec-t's  ac-count 
in  his  or  her  financial  institution.  Such  movement  creates  a  record 
that  can  lead  to  other  accounts,  assets,  and  infonnation. 

When  developing  a  financial  profile  for  use  with  any  indirect 
method  of  proof,  the  analysis  should  mirror  the  suspect's  method  of 
accounting  (cash  or  accrual).  For  example,  if  the  suspect  businesss 
accounting  system  is  on  the  accrual  basis,  the  indirect  pnMtf  analy- 
sis should  be  completed  utilizing  the  accrual  basis  of  accounting. 

The  table  on  the  next  page  contains  infonnation  concerning  the 
development  of  a  linancial  profile.  The  left  side  of  the  table  lists 
tvpical  assets,  liabilities,  sources  of  funds,  and  expenditures  a  sus- 
pect may  own  or  have.  The  right  side  lists  (|uesti<)ns  the  financial 
investigator  will  want  to  pursue  to  coni|)letc  a  detailed  financial 
profile. 


llicfiMMdaiProfiic 


Jeweln- 
Clothing 
Collectibles 
Pensions 
Home  furnishings 
Boats 


TypkolasMts 

Residence 
Real  estate 
Bank  accounts 
Stocks  and  bonds 
Automobiles 
Insurance 
Cash  on  hand 
TypkolBaMities 
Mortgage(s) 
Other  loans 
Lines  of  credit 

Credit  cards  Installment  purchases 
Accounts  payable 
Taxes  and  other  bills 
Alimony  and  child  support 


Typkal  sources  of  funds 

Salar\ 
Gifts 

Rental  income 
Dividends 
Interest 
Sale  of  assets 


Typicol  (xpenditures 

Rout  and  mortgage 
Health  co^ts 
Interest  on  loans 
Credit  cards 
Car  payments 
Travel 


Insurance  pmceeds 
Commissions  and  fee: 
Awards 
Inheritances 
Disability  pay  nients 


(Clothing 
I  tilities 
Food 
hisuraiut 
Travel 


For  todi  slgniRcoirt  ossct,  dotermiM  — 

•  When  was  it  acjuired  and  from  whom? 

•  How  much  did  it  cost? 

•  How  was  it  paid  for  (currency,  check,  cashier's  check,  etc.)? 

•  What  source  of  funds  was  used  to  acquire  it? 

•  \^  hat  documentation  exists  for  the  purchase  and  where  is  it? 


For  wKh  significant  Robifity,  determino  — 

•  \^  hat  was  the  original  amount  of  the  liability? 

•  \^'hat  is  the  present  balance  due? 

•  \^'hen  was  the  liability  incurred? 

•  \^  hat  was  the  purpose  for  the  loan  or  debt? 

•  How  were  the  proceeds  used  and  where  were  they  deposited? 

•  What  security  (collateral),  if  any.  was  given  for  the  debt? 

•  \^'hat  documentation  exists  for  the  transaction  and 
where  is  it? 

•  Was  the  debt  written  off  as  a  bad  loan  for  tax  purposes? 

•  Who  was  the  creditor  or  lender? 
For  eodi  sourct  of  funds,  d«terminc  — 

•  What  was  the  total  amount  during  a  given  period? 

•  What  was  the  source? 

•  How  was  it  paid  for  (currency,  t  heck,  by  other  means)? 

•  \^'hen  were  the  funds  received? 

•  Where  was  it  deposited? 

•  How  was  it  spent? 

•  What  documentation  exists  (i.e..  W  -2  or  100')  form)  and 
where  is  it? 

For  eodi  tiK^at  expenditure  item,  determine  — 

•  \\  hat  was  the  total  amount  spent? 

•  Hiiw  was  it  paid  for  (currency,  check,  credit  card.  etc.  I? 

•  Where  were  the  funds  obtained  to  pay  the  expense? 

•  What  documentation  (i.e..  receipts.  bill>.  etc.) 
exists  and  where  i>  it? 

•  W  hen  was  the  paNincnt  nunlc? 
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Net  Worth  Analysis 


Any  recipient  of  funds,  honest  citizen  or  suspect,  has  only  four 
possible  ways  of  disposing  of  that  income: 

•  Saving  it.  An  individual  may  place  income  in  a  financial 
institution  or  keep  it  in  his  or  her  possession. 

•  Buying  assets.  Individuals  may  expend  their  income  on 
assets. 

•  Paying  off  dtbts.  Individuals  may  use  income  to  reduce 
their  liabilities. 

•  Spending  it.  An  individual  may  use  his  or  her  income  to 
make  personal  or  business  expenditures. 

Indirect  methods  of  proof  show  the  relationship  between  a 
suspect's  receipt  and  subsequent  disposition  of  funds.  The  results 
of  the  indirect  methods  of  proof  do  not  identify  specific  financial 
transactions  entered  into  by  the  suspect  (i.e.  they  cannot  prove 
that  illicit  funds  were  used  to  pay  the  mortgage),  however,  they  do 
reveal  that  the  suspect  was  able  to  partake  in  financial  transac- 
tions above  and  beyond  his  or  her  known  sources  of  funds. 
Indirect  methods  of  proof  result  in  inferences —  inferences  that 
an  unknown  source  of  funds  must  be  present  and  available  to  the 
suspect. 

Net  worth  analysis  begins  with  the  completion  of  a  suspect's 
financial  profile.  Through  identification  of  the  suspect's  assets, 
liabilities,  income,  and  expenses,  a  net  worth  statement  (the  dif- 
ference between  a  person's  assets  and  liabilities  at  a  given  point 
in  time)  can  be  determined.  Once  completed,  changes  in  the  sus- 
[)ecl"s  net  worth  can  be  compared  io  his  or  her  known  income,  and 
differences,  if  any,  may  be  inferred  as  coming  from  unknown 
soui'ces.  (iS'otc:  For  the  puriioses  of  this  textbook,  paynients  received 
from  legal  sources  u  ill  he  labeled  as  known  sourcos  and  payments 
determined  to  be  received  from  illegal  stntrces  u  ill  be  labeled  as 
unknown  sources.; 


The  Net  Worth  Formula 

The  basic  component  in  computing  net  worth  is  the  establishment 
of  a  starting  point —  the  base  year.  For  investigative  purposes,  the 
base  year  is  the  year  prior  to  the  year  that  the  alleged  illegal 
activity  began.  For  example,  if  the  investigator  believes  that  the 
suspect  began  embezzling  money  in  1991,  1990  becomes  the 
base  year,  the  point  of  reference  for  comparison  to  subsequent 
years"  net  worth  changes.  Why  does  the  investigator  need  to 
establish  the  suspect  s  financial  profde  for  1990?  Because  in 
1990,  the  suspect  was  living  as  he  or  she  "normally"  woultl — 
without  income  from  the  alleged  embezzlement. 

Once  the  investigator  has  developed  financial  profiles  for  the 
base  year  and  each  of  the  years  of  alleged  illegal  activity,  the  net 
worth  analysis  fonnula  can  be  applied.  The  formula  for  computing 
funds  from  unknown  sources  using  the  net  worth  method  is: 


Net  Worth  Analysis  Fonnwia 


Assets 

Minus: 

inabilities 

K(]uals 

Net  worth 

Mitiiis: 

Prior's  year's  net  worth 

K(]ii;ils 

Inaeose  in  net  worth  from  previous  year 

I'lus: 

Known  expenses* 

K(]lUlls 

Total  net  worth  inaeose 

Minus: 

Funds  Croni  known  sources 

Kt|uals 

Funds  from  unknown  sources 

*  For  net  worth  purposes,  the  payment  of  an  expense  repre- 
sents the  reduction  of  an  asset.  Therefore,  these  reductions  must 
1)C  accounted  for  and  addeil  l)ack.  into  the  calculation. 


Performing  Net  Worth  Analysis 

The  suspect.  Jim  Dealer,  is  being  investigated  for  some  alleged 
illegal  activity  which  occurred  in  1991  and  1992.  This  means 
that  the  investigator  must  develop  linaiicial  profiles  fi)r  the  years 
1990.  1991.  and  1992.  The  results  of  the  profiles  are  tlescribed 
below  and  are  calculaled  into  the  net  worth  computation  on  the 
next  page. 


(a)  Mr.  Dealer  stated  that  as  of  12/31/90  he  had  $1,000  oash-on- 
haiid.  He  had  no  cash-on-hand  at  the  end  of  1991  and  1992. 
(Cash-on-hand  is  currency  in  possession  of  the  suspect.) 

(b)  On  12/31/90.  Dealers  bank  account  reflected  a  balance  of 
$1,500.  On  12/31/91.  it  contained  $4,750  and  on  12/31/92,  it 
contained  $5,225.  The  account  earned  $250  in  interest  in  1991. 
$475  in  1992.  Total  deposits  in  1991  were  $22,160.  with  rede- 
posits  of  $660.  Total  deposits  in  1992  were  $19,585.  with  rede- 
posits  of  $100. 

(c)  As  of  12/31/90.  Dealer  owned  $1,000  worth  of  jewelr>-.  In 
1991.  he  purchased  jewelry  worth  $5,000.  and  in  1992.  he 
boufiht  S6.000  more. 

(d)  Sometime  in  1990.  Dealer  purchased  a  boat  costing  817.500. 
He  still  owned  the  boat  as  of  12/31/92. 

(e)  During  1992.  Dealer  purchased  an  $18,250  car.  He  paid  cash. 

(0  Dealer  purchased  a  $150,000  residence  on  1/1/91 .  He  made  a 
cash  down[)ayment  of  $50,000  and  financed  the  balaiuv.  interest 
iVee. 

(g)  As  of  12/31/90.  Dealer  owed  $275.  interest  free,  to  a  finance 
company.  He  made  no  payments  on  this  note  during  1991  or 
1992. 

(h)  Dealer  boirowed  $3,000.  interest  free.  fix)m  a  loan  coiniiany  on 
6/30/91.  Beginning  7/1/91.  he  made  monthly  payments  of  $100. 

(i)  Bcgimiing  1/1/91.  Dealer  made  monthly  payments  of  $500  per 
month  on  his  new  residence.  He  made  eleven  similar  payments  in 
1991  and  twelve  similar  pavments  in  1992. 

(j)  Dealer  |)ai(l  $1,460  on  his  credit  cards  in  1991  and  $3,000  on 
them  in  1992. 

(k)  Dealer  was  able  to  document  personal  living  expenses  in 
addition  to  those  listed  in  (a)  through  (j).  In  1991.  the  expenses 
totaled  $1 1.000.  and  in  1992,  they  were  810.000. 

(1)  Dealer  eanu'd  $25,200  from  his  job  in  1991  and  $22,200  in 


Net  Worth  AiMlysis 


Susptct- Jim  Dealer 

Assets 

Base  Year 

Year  One 

Yeor  Two 

(19901 

(19911 

(19991 

Cash  on  hand  (a) 

8  1.000 

8  0 

S  0 

Bank  account  balance  (h) 

1.500 

4.750 

5.225 

Jewelry  (c) 

1.000 

6.000 

12.000 

Boat  (d) 

17..500 

17.5(X) 

17.5(X) 

Car  (e) 

0 

0 

18.250 

Real  estate  (f) 

0 

1  50  000 

1  50  000 

Total  Assets 

821.000 

8178.250 

S202.975 

liabilities 

Note  payable  -  finance  cotniiany 

S  275 

8  275 

8  275 

Loan  (h) 

0 

2.100 

1.200 

Mortf;a}ic  on  real  estate  (f.  i) 

0 

<)4.()(J() 

88.000 

Total  Liabilities 

S  275 

S'>().675 

889.475 

Net  Worth  (assets  -  lial)ilitie>) 

S20.725 

881.575 

8113.500 

Minus:  Prior  year's  net  worth 

20.725 

81.575 

Equals:  Increase  In  net  worth 

860.850 

8  31.925 

Plus:  Known  expenses 

Credit  card  payments  (j) 

S  1.160 

S  3.(M)() 

Other  personal  liviiif;  expense^  (k) 

11.000 

10.000 

Equals:  Totol  net  worth  increase 

873.310 

844.925 

Minus:  Funds  from  known  sources 

Interest  on  !)ank  account  (bl 

S  250 

8  175 

Wages  (1) 

25.200 

22.200 

K(|uals:  Funds  Inmi  unknown  M)urct'^ 

847.860 

822.250 

20b 


A  review  of  the  previous  table  shows  that  between  1990  and 
1992,  Jim  Dealer's  assets  increased  significantly.  In  1991,  he  was 
able  to  purchase  a  $150,000  house  (with  a  $50,000  downpay- 
ment)  and  S5,000  worth  of  jewelry.  Also,  his  bank  account 
inci-eased  by  S3, 750.  All  this  from  a  man  with  an  income  of 
.S25,450.  Mr.  Dealer's  assets  increased  again  in  1992  and.  in  that 
same  year,  he  was  able  to  decrease  his  liabilities. 


Kays  to  Nat  Worth  Anelytit 

•  Ciish-on-hand 

•  ('.(isli  in  Imnh 

•  \ssfl  \(ilu(itioii 

•  Kniiicn  /u/M7i.«'s 
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Keys  to  Net  Worth  Analysis 

From  the  net  worth  analysis  done  on  Jim  Dealer,  it  seems  pretty 
obvious  that  he  has  some  other  source(s)  of  funds  that  he  is  keep- 
ing quiet  about.  That  is,  if  the  information  the  investigator, 
obtained  while  doing  the  financial  profiles  is  complete  and  accu- 
rate. The  key  to  a  successful  net  worth  analysis  is  reliable  base 
year,  or  '"opening  net  worth,"  information.  The  starting  point  must 
include  all  assets  and  liabilities  of  the  suspect  as  of  that  time.  If 
assets  or  liabilities  are  uncovered  at  a  later  date,  it  will  cast  doubt 
on  the  entire  analysis  and  require  a  complete  re(;alculation. 

An  inverse  relationship  exists  between  one  year  and  the  next 
in  a  net  worth  analysis.  For  example,  an  understatement  of  the  net 
worth  in  one  year  will  result  in  an  overstatement  of  the  increase  in 
the  net  worth  for  the  subsequent  year.  Conversely,  an  overstate- 
ment of  the  net  worth  in  a  year  results  in  an  understatement  of  the 
increase  in  net  worth  for  the  subsequent  year.  Accordingly,  the 
investigator  should  pay  special  attention  to  the  following  elements 
when  completing  a  net  worth  analysis: 

•  Determining  Cash-on-Hand.  When  developing  a  financial 
profile  to  use  with  net  worth  analysis,  possibly  the  most  important 
asset  to  establish  is  "cash-on-hand."  For  net  worth  purposes, 
cash-on-  hand  represents  cuiTency  in  the  possession  of  the  sus- 
pect. This  does  not  include  currency  in  financial  institutions  or 
currency  that  is  tied  up  in  investments  or  other  assets.  Cash-on- 
hand  is  all  the  suspect's  currency —  whether  on  the  person,  under 
a  mattress,  or  buried  in  the  backyard.  The  in;  bility  of  the  investi- 
gator to  establish  a  firm  and  accurate  amount  of  cash-on-haiid  can 
be  fatal  to  the  investigation.  Suspects  may  tiy  to  inflate  their  cash- 
on-hand  figure  by  saying  that  they  have  more  cash-on-hand  than 
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they  really  do.  "I  was  able  to  buy  that  boat  because  I  had  $20,000 
stuffed  away  in  a  cookie  jar."  This  alleging  a  "cash  hoard"  is  a 
common  defense  in  a  net  worth  case. 

Cash-on-hand  is  almost  always  shown  by  circumstantial  evi- 
dence. The  best  source  for  determining  this  figure  is  during  the 
interview  process  with  the  suspect.  Questions  such  as:  "Did  you 
ever  have  more  than  $100  in  cash-on-hand?"  or,  "more  than 
$500?"  or,  "more  than  $1,000?"  may  result  in  admissions  that 
can  be  used  to  establish  cash-on-  hand  at  a  particular  time.  The 
location  and  denomination  of  cash-on-hand  may  also  be  useful 
infomiation  to  support  or  refute  a  suspect's  claims.  Even  without 
an  interview  or  answers  to  the  questions,  an  investigator  can 
determine  a  suspect's  cash-on-hand.  It  can  be  determined 
through  analysis  of  previously  filed  financial  statements,  loan  and 
credit  card  applications,  and  other  records  relating  to  the  sus- 
pect's financial  activity. 

•  Cash  in  Banks.  Most  likely,  the  suspect  will  have  funds 
deposited  in  financial  institutions.  Since  many  account  state- 
ments have  cut-off  dates  other  than  the  end  of  the  net  worth 
analysis  period,  they  must  be  reconciled  to  determine  the  bal- 
anc-es  as  of  the  end  of  the  period.  Unusual  transactions  (large 
deposits  and/or  withdrawals)  that  o(;cur  near  the  end  of  the  analy- 
sis period  must  be  traced  to  their  ultimate  source  or  disposition. 
Unusual  financial  transactions  can  affect  the  net  worth  analysis. 
For  example,  a  large  withdrawal  of  funds  that  was  not  used  to  pur- 
chase an  asset,  reduc-e  a  liability,  make  a  personal  expenditure,  or 
pav  a  biisijiess  expense,  must  be  treated  as  an  inc-rease  in  cash  on 
hand.  Similarly,  large  deposits  made  early  in  the  analysis  year 
must  be  scrutinized  and  then  allocated  to  the  appropriate  net 
worth  year.  A  consistent  treatment  of  transactions  is  vital  to  the 
validity  of  the  net  worth  analysis. 

•  Asset  Valuation.  All  assets  should  be  valued  at  cost  as 
()|)posed  to  fair  market  value.  Snbse(|uetit  appreciation  or  depre- 
ciation of  assets  is  ignored  for  pur|)oses  of  net  worth  analysis. 

•  Known  Exponsos.  The  amount  of  a  suspect's  expenditures, 
his  or  her  actual  "cost  of  living."  can  be  difficult  to  document. 
The  amount  a  person  spends  on  items  such  as  food,  entertain- 


ment,  cleaning,  clothing,  health  and  beauty  aids,  and  sundry 
items  is  difficult  to  obtain.  Therefore,  estimates,  if  used,  should 
be  low  or  eliminated  entirely.  Any  doubts  should  be  resolved  in 
favor  of  the  suspect.  Assuming  that  the  net  worth  will  still  show 
substantial  unexplained  funds,  the  result  will  be  an  even  more 
convincing  demonstration  of  the  dependence  on  illegal  sources. 

A  Court-Approved  Method 

Because  net  worth  analysis  provides  circumstantial  evidence,  its 
validity  as  a  method  of  proving  criminal  activity  had  to  be 
approved  by  the  courts.  The  landmark  case,  decided  by  the 
Supreme  Court  in  1954,  that  established  net  worth  analysis  as 
prima  facia  evidence  of  a  crime  was  Holland  v.  United  States.  348 
U.S.  121,  75  S.St.  127.  An  overall  description  of  a  net  worth 
method  is  also  set  forth  in  United  States  v.  Sorrentino.  726  F.2d 
876.  879,  880  (1st  Cir.  1984)  and  is  stated  in  part  as  follows  (note 
that  these  cases  relate  to  Federal  income  tax  evasion,  thus  the  ref- 
erences to  tenns  relating  to  taxability): 

"The  government  makes  out  a  prima  facia  case  under  the 
net  worth  method  of  proof  if  it  establishes  the  defendants 
opening  net  worth  (computed  as  assets  at  cost  basis  less  lia- 
bilities) with  reasonable  certainty  and  then  shows  increases 
in  his  net  worth  for  each  year  in  question  tvhich.  added  to 
his  non-deductible  expenditures  and  excluding  his  known 
non-taxable  receipts  for  the  year,  exceeded  his  reported  tax- 
able income  by  a  substantial  amount.  The  jury  may  infer 
that  the  defendant's  excess  increases  represent  unreported 
taxable  income  if  the  government  either  shows  a  likely 
source  or  negates  all  possible  non-taxable  sources:  the  jury 
may  further  infer  wilfulness  from  the  fact  of  underreporting 
coupled  with  the  evidence  of  conduct  by  the  defendant  tend- 
ing to  mislead  or  conceal. " 

The  Court  established  the  following  three  rf(|uiremcnls  that 
the  investigator  must  lucel  in  order  to  establish  a  prima  facia  net 
worth  case: 


•  Establish  a  reliable  opening  net  worth 

•  Investigate  all  relevant  leads  that  might  show  the  suspect's 
innocence 

•  Establish  a  likely  taxable  source  of  income  together  with 
evidence  indicating  an  increase  in  net  worth 

How  do  investigators  establish  a  prima  facia  net  worth  case? 
Well,  through  the  development  of  a  financial  profile,  they  can 
establish  a  reliable  opening  net  worth.  During  this  same  process, 
investigators  can  develop  relevant  leads  indicating  potential  non- 
taxable sources  of  net  worth  increase  (gifts,  inheritances,  insur- 
ance settlements,  etc.).  Investigators  also  must  either  prove  a 
likely  source  of  taxable  income  for  the  suspect  or  negate  all  non- 
taxable sources  of  income.  A  "likely  source  of  income"  does  not 
have  to  be  from  the  suspect's  principal  business  activity.  Sources 
of  net  worth  increases  could  be  from  interest  or  dividend  income, 
gambling  winnings,  or  from  transactions  involving  illey;ai  activi- 
ties (narcotics.  end)ezzlement.  kickbacks,  or  other  fraudulent 
activity). 


Expenditures  Method 

With  the  expenditures  method,  a  comparison  is  made  between  the 
suspect's  known  expenditures  and  known  sources  of  funds  during 
a  given  period  of  time.  Any  excess  expenditures  must  be  the 
result  of  income  from  unknown  sources.  The  expenditures  method 
also  can  be  used  to  compute  "cash-on-hand"  for  the  base  year  of 
a  net  worth  computation. 

In  theory,  the  expenditures  method  is  closely  related  to  net 
worth  analysis.  They  arc  merely  accounting  variations  of  the  same 
principle.  I^)lh  of  these  indirect  methods  of  proof  look  at  a  sus- 
pect's source  of  fuiuls.  expenditures,  assets,  and  liabilities. 
However,  each  method  examines  the  items  in  a  different  way. 
Let's  take  another  look  at  our  suspect.  Jim  Dealer.  Through  the 
completion  of  financial  profiles  for  the  years  1990.  1991.  and 
1992.  an  investigator  was  able  lo  determine  that  Mr.  Dealer's 
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bank  account  held  $1,500  in  1990,  $4,750  in  1991,  and  $5,225 
in  1992.  Each  of  these  figures  is  used  in  the  net  worth  computa- 
tion in  the  table  on  page  90.  However,  in  the  expenditures 
method,  the  investigator  will  look  at  only  the  net  effect  (the  differ- 
ence between  the  ending  balance  and  beginning  balance)  of  a 
transaction  (increase  of  an  asset  or  decrease  in  a  liability).  In  Jim 
Dealer's  case,  the  investigator  will  note  a  $3,250  increase  in 
Dealer's  bank  account  between  1990  and  1991,  and  a  $475 
increase  between  1991  and  1992.  With  the  expenditures  method, 
only  the  year-to-year  increases  or  decreases  in  the  suspect's 
assets  and  liabilities  are  considered  for  analysis  purposes.  When 
the  suspect's  assets  and  liabilities  remain  unchanged  during  the 
period,  they  are  not  listed  in  the  analysis. 

The  Expenditures  Method  Formula 

The  formula  for  computing  funds  from  unknown  sources  using  the 
expenditures  method  is  as  follows: 

Expenditures  Method  Formula 

Total  expenditures 
Minus:        Known  sources  of  funds 

K(iuals        Funds  from  unknown  sourc'es 


The  two  main  factors  in  the  above  formula  are  expenditures 
and  sources  of  funds.  Rut  the  investigator  also  gathers  information 
concerning  assets  and  liabilities.  So.  how  docs  this  information  fit 
into  the  fomiula? 

As  was  stated  previously,  the  expenditures  method  focuses  on 
the  net  effect  of  a  transaction.  So,  if  an  asset  or  liability  is 
involved  in  a  transac-tion.  it  will  be  classified  as  either  an  expen- 
diture or  a  source  of  funds —  depending  on  its  net  effect  (increase 
or  decease).  Hie  table  on  the  next  page  classifies  the  net  effect  of 
different  types  of  transuctiotis. 
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Expemfitwres  Metiiod  Transaction  Treatment 


If  during  the  periml  under  analysis,  the  net  effect  of  a  transaction  resuhs  in 
an  increase  or  decrease  for  the  period,  this  net  effect  is  recorded  as  a(n): 


Expenditure  (AppUcation  of  Funds) 

•  W  hen  cash-on-hand  increases 

•  Vt  hen  haniv  accounts  increase 

•  \\  hen  assets  increase 

•  When  liahihtie?.  det-rease 

•  W  hen  personal  livini; 
expenses  are  made 

•  \\  hen  cash  expenditures  arc  made 


Source  (S<iurce  of  Funds) 

•  \\  hen  cash-on-hand  decreases 

•  When  hank  accounts  decrease 

•  W  hen  assets  decrease 

•  \\  hen  liahilities  increase 

•  \\  hen  loans,  gifts,  or  inheritances 
are  received 

•  \\  hen  assets  are  sold 

•  \\  hen  salaries  or  husiness 
l)rofits  are  earned 

•  Vi  hen  other  sources  ol 
income  are  known 


A  sample  expeiuli lures  compulation  is  found  on  llie  nexl 
page.  Nole  lhal.  unlike  llie  iiel  worth  analysis  eompulalion.  there 
are  no  figures  listed  for  the  hase  year.  .\nd.  unlike  the  net  worth 
analysis,  the  dollar  amounts  shown  reflect  the  differences  between 
one  vear  and  the  nexl.  not  an  ahsolule  amount. 


Exptiiditwes  CofflfHrtotion 


Year  One 


Yew  Two 


Application  of  funds 

lM(Tfa^le  in  cash-on-hatul 

Increase  in  cash  in  banks 

Increase  in  inventor)' 

Increase  in  loans  and  accounts  reccivahle 

Increase  in  furniture  and  fixtures 

Increase  in  real  estate 

Decrease  in  accounts  payable 

Decrease  in  notes  payable 

Decrease  in  mortgage  payable 

Personal  living  expenses 

Federal  income  tax 

(^ifts  made 

Total  application  of  funds 
Minus: 

Known  sources  of  funds 

Decrease  in  casb-on-band 
Decrease  in  securities 
Increase  in  notes  payable 
Increase  in  mortgage  payable 
Increase  in  accunudated  deprecialion 
Life  insurance  proceeds 
Inheritance 

Total  souri'cs  of  funds 

Ki|uals:  funds  from  unknown  sources 


0  S  I.(K)0 


o.(KX) 

2.5tK) 

5.(K)0 

I2.5(K) 

l.OfK) 

Mm 

0 

I.5(K) 

0 

25.000 

rm 

0 

0 

5.(KK) 

i;<.()(K) 

0 

I4.(M)() 

1 2.;i(K) 

I.HH) 

I.(K)0 

1.500 

0 

S4I.(HK) 

Sf)3.«(K) 

S  500 

S  0 

;i.5(M) 

0 

I0.(K)0 

0 

0 

la.(KK) 

500 

i.O(M) 

0 

8.1(H) 

0 

5.(MK) 

SI  4.500 

S;i2.I()() 

.S26.f)(H) 

S.H1.7(M) 

Tlif  diffeit'iict'  ht'tweeii  llic  amouiil  of  the  siispecls  cxpeiuli- 
Itircs  and  his  oi  Iter  known  sources  of  funds  is  allrilmled  to 
iiiikiiown  s()Ui(  t>s. 

riit>  laUle  on  page  2(M)  conlains  llit-  nt>l  worth  analysis  ol'  our 
suspt'cl.  Jim  Dealer.  The  following  example  pieseiils  the  same  fai  ls 
relating  to  the  Jim  Dealer  liiiaiicial  investigation,  only  this  time  the 
expenditures  method  is  used.  The  figures  in  the  tahle  reflect  the 
financial  profile  iiifonnation  found  on  page  IW. 
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Expenditwe  Analysis 


Suspect- Jim  Dealtr 

Yeor  One 

Year  Two 

(1991) 

(1992) 

Kxpenditures 

Increase'  in  bank  balance  (l>) 

S  3.250 

S  475 

Purchase  of  jeweliy  (c) 

5.000 

6.000 

Pownpaynient  on  house  (f) 

50.000 

0 

Purchase  of  car  (e) 

0 

18.250 

Yearly  mortgage  payments  (i) 

f).(K)0 

6,000 

Credit  card  payments  (j) 

1 .460 

3.000 

Loan  repayments  (h) 

600 

1 .200 

Other  personal  living  expenses  (k) 

1 1. 000 

10.000 

Total  expenditures 

S77.3I0 

844.925 

Minus:  Known  sources  of  funds 

Casli-on-luuul  (a) 

j?  1 .000 

S  0 

Interest  on  hank  account  (h) 

250 

475 

Loan  (h) 

.•}.()( )() 

0 

Wages  (1) 

25.200 

22.200 

Total  known  sources  of  funds 

20.450 

22.675 

K<|uals:  Funds  from  unknown  sources 

847.860 

822,250 

III  the  Jim  Dealer  example. 

l)()th  the  net  worth  and 

expendi- 

tnres  methods  ol  tracing  the  How  of  funds  resulted  in  identical 
hottoni  line  fif^ures.  In  each  case,  $47,860  in  funds  from  unknown 
sources  was  discovered  in  1991  and  S22,2iS()  was  discovered  in 
1992. 

As  with  the  net  worth  method,  there  is  no  statutorv'  provision 
ex[)reshly  authorizing  the  investigative  use  of  the  expenditures 
analysis  for  criminal  purposes.  Accordingly,  court  cases  have 
estahlished  "case  law"  that  sets  forth  the  ret|uirenients  of  proof  to 
establish  a  prima  facia  cxf)enditures  case.'  The  elements  o(  [)ro(j( 
requirement  for  the  exf)enditures  method  is  identical  to  that  of  the 
net  worth  method  of  proof: 


•  Establish  a  firm  starting  point 

•  Establish  a  likely  source  of  income 

•  Investigate  leads  which  tend  to  establish  the  subject  s 
innocence 


Bank  Deposit  Method 

Through  bank  deposit  analysis,  unknown  sources  of  funils  are 
located  through  analysis  of  bank  records  and  other  financial 
transactions  entereil  into  by  the  suspect.  The  bank  deposit 
method  is  applieil  in  situations  where  assets  and  liabilities  are 
i-onstant  from  year  to  year  and  inilications  of  extravagant  expendi- 
tures are  nonexistent,  but  investigative  findings  reveal  that  the 
suspects  known  sources  of  income  are  being  deposited  into  fman- 
l  ial  institutions. 

Bank  Deposit  Analysis  Formula 

The  formula  for  computing  funds  from  unknown  sources  using  the 
bank  deposit  method  is: 


Bank  Deposit  Analysis  Formula 


Total  deposits  to  all  acctiiiiits 

Minus: 

Tiansfe-rs  and  redcposits 

F,(|iials 

Net  deposits  to  all  accounts 

Pliis: 

(]asli  fxpcndiUires 

K{j  Hills 

Total  receipts  from  all  sources 

Minus: 

Funds  Iroiii  known  sources 

Ktiuiils 

Funds  from  unknown  sources 

The  details  of  eacli  component  of  the  bank  deposit  formula 
are  described  on  the  following  pages. 

Total  Deposits  to  All  Accounts 

The  bank  ileposit  method  considers  all  deposits  made  by  a  sus- 
pect, no  matter  what  type  of  financial  institution  (banks,  savings 
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and  loans,  brokerage  houses,  credit  unions,  etc.)  is  involved.  Also 
included  in  the  "total  deposits"  element  of  the  bank  deposit  for- 
mula is  the  amount  of  cash-on-hand  the  suspect  accumulated 
during  the  period  under  investigation. 

A  key  to  establishing  "total  deposits'*  is  to  remember  that 
only  funds  actually  deposited  into  an  account  are  included.  If 
several  checks  are  listed  on  a  deposit  slip  and  the  suspect 
deducts  an  amount  to  be  returned  to  him  or  her  in  cash  (a  split 
deposit),  only  the  net  amount  of  the  deposit  should  be  used  in 
computing  total  deposits. 

Transfers  and  Redeposits 

The  transfer  of  funds  between  a  suspect's  bank  accounts  (i.e.,  tak- 
ing money  from  a  checking  account  and  depositing  it  into  a  sav- 
ings account),  and  funds  that  are  withdrawn  and  then  redeposited 
(i.e..  a  "non-sufficient  funds"  check)  must  be  considered  in  the 
bank  deposit  formula.  The.se  represent  du[)licate  items  for  analy- 
sis purposes  and  must  be  subtracted  from  total  deposits  to  arrive 
at  the  net  deposits  to  all  accounts. 

Cash  Expenditures 

Cash  expenditures  consist  of  the  total  outlay  of  funds  made  by  the 
suspect  during  the  period  in  (juestion  ninus  net  bank  disburse- 
ments. Cash  expenditures  are  calculated  by  the  following  formula: 

Cash  Expmditvres  Fonnulo 

Total  Outlay  of  Funds 
Minus:        Net  bank  (lisbursenicnls 

K(|uals       Cash  exptmlitures 


The  sus[)ect*s  total  outlay  of  funds  for  the  period  under  analy- 
sis includes  all  payments  in  currency  or  by  check.  For  analysis 
|)urposes.  there  is  no  need  to  tletennine  which  part  was  [)aid  by 
currency  and  which  part  was  paid  by  check.  Total  outlays  could 
include  purchases  of  caf)ital  assets  or  investments,  loan  re|)ay- 
inerits.  known  cx|tcnses.  etc. 

One  of  the  elements  in  the  f(»miula  shown  ab(»ve  is  "Net  Bank 
Disbursements."  To  dctenuinc  tliis  element,  a  sefuiratc  calcula- 
tion is  needed.  This  calculation  is  made  as  foll(»ws: 
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Net  Bunk  Dislwneineirts  Fomrala 


Net  deposits  to  all  accounts 
Plus:  Beginning  balances 

K({uals       Net  imk  fwids  avottoUe 

Minus:        Ending  balances 

Fquals       Net  bank  dbbursements 


Net  bank  disbursements  represent  the  maximum  amount  (in 
dollar  terms)  that  could  have  been  paid  by  the  suspect  through 
financial  institution  check  withdrawals. 

Funds  from  Known  Sources 

Funds  from  known  sources  include,  but  are  not  limited  to: 
salaries,  business  profits,  gifts  received,  loans  received,  and 
inheritances.  Funds  from  known  sources  are  subtracted  from  total 
receipts  to  derive  the  funds  from  unknown  sources. 

Sample  Bank  Deposit  Analysis 

The  findings  below  pertain  to  the  movement  of  money  for  a  sus- 
pect named  Dan  Street. 

The  information  is  used  in  the  bank  deposit  computation 
found  on  the  next  page. 


Reference 

Number 

Type  of  Transaction 

Amount 

(1) 

Fees  and  cotntnissions  (known  income) 

S;<2().0(K) 

(2) 

Total  deposits  into  all  act'oiuits 

•WMUMK) 

(3) 

Transfers  between  accounts 

TO.OOO 

(1) 

Known  expenses 

;>().(  K)() 

{'■>) 

Cash  placed  into  and  maintained  in  a 

25.()()() 

safe  deposit  box  during  the  period  luuler 

investigation 

{h\ 

Deposit  of  proceeds  from  loan  into 

2r).(K)() 

checking  account 

!7l 

i'urcliase  of  a  car  Ironi  llie  proceeds  ol  a 

2(),(M)() 

cash  gift 

(B) 

(lash  on  hand  at  beginning  ol  jieriod 

0 

imdcr  investigation 

(')) 

Net  bank  disbursements 

lo.ooo 

Bank  Deposit  Analysis 


Ref  # 

S4(K),0{)0 

(2) 

70,0(X) 

(3) 

S330.000 

Plus:  Cash  Kxpenditure- 

Known  expenses 

S50.000 

(4) 

Increase  in  cash  on  hand 

25.0()0 

(.5.8) 

Purchase  of  car 

20.000 

(1) 

lulai  v^lUld>  III  rililU^ 

95,000 

.VlinU^'.     lei  UdllK  lIIr>I)Ul>"II»C:IUS 

40.000 

(9) 

rjC|Udis.  ijdsn  Lxprnuiiurch 

855.000 

E(|uals:  Total  receipts 

8385.000 

Minus:  Funds  from  known  sources 

Fees  and  commissions 

8320.000 

(I) 

l^)an  proceeds 

25.000 

((>) 

Cash  gift 

20.000 

(7) 

Total  from  known  sources 

8365.000 

Fquals:  Funds  from  unknown  sources 

8  20.tKK) 

The  example  011  the  next  page  presents  the  information  relat- 
ing to  the  Jim  Dealer  financial  investigation  in  the  bank  deposit 
method  format.  Again,  the  figures  contained  in  the  table  reflect 
the  financial  profile  information  found  on  page  199. 
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Bank  Dtposit  Analysis 


Susptct-  Jim  Dealer 

i991  1992 

Total  deposits  (h)                                                           S22.160 .  S19.585 

Minus:  Redeposits  (1))                                                           600  100 

Equals:  Net  deposits                                                       S2 1.500  SI 9.485 


Outlays 

Jewelry-  purchase  (c)  S  5.000 

Downpayment  on  hou^e  (f)  50.000 

Car  purchase  (e)  0 

Monthly  mortgage  payments  (i)  6.(M)0 

Credit  card  payments  (j)  1.460 

h)an  repayments  (h)  600 

Other  personal  living  expenses  (k)  1  ]  .000 

Total  outlays  S74.060 

Minus:  Net  bank  disbursements*  SI8.250 

Kquals:  Cash  disbursements  855.810 


S  6.000 
0 

18.250 
6.000 
3.000 
1.200 
10.000 
S44vt50 
SI  9.0 10 
S25.440 


Plus:  Cash  disbursements 
K(]uals:  Total  receipts 


55.810 
S77.:}10 


25.440 
S44.925 


Minus:  Cash  from  known  source; 
Cash-on-hand  (a) 
Bank  accoimt  interest  (b) 
Loans (h) 
Wages  (1) 

Total  known  sources 


1.000 
250 
3.000 
25.200 
S29.45() 


0 

475 
0 

22.675 
S22.675 


Minus:  Known  sources 

Kquals:  Funds  from  unknown  sources 


29.450 
847.860 


22.675 
S22.675 


'Net  Bonk  Dlsburstimnts  Computation 


1991 

1992 

Net  bank  deposits 

S21.5(K) 

S19.4«5 

Plus:  Beginninj;;  balance 

1.5tK) 

4.750 

Kquals:  Net  bank  funds  available 

823.000 

24,235 

Minus:  Knding  balance 

4.750 

5.225 

Kquals:  Net  bank  disbursements 

SI  8.250 

SI  9,0 10 

In  the  Jim  Dealer  example,  all  three  indirect  methods  of  proof 
resulted  in  identical  bottom  line  figures.  In  each  case,  S47,860  in 
funds  from  unknown  sources  was  discovered  in  1991  and 
S22,250  was  disc-overed  in  1992. 

Since  there  is  no  statutory  authority  for  using  the  hank 
deposit  method  of  proof,  authority  stems  from  c-ase  law.'  The  evi- 
tlentiary  facts  most  often  used  and  accepted  by  the  courts,  to 
establish  a  prima  facia  bank  deposit  case  are: 

•  The  suspect  was  engaged  in  a  luc-rative  income-produc-iiig 
business  or  profession 

•  The  suspect  made  periodic  deposits  of  funds  into  accounts 
in  his/her  own  name,  over  whic-h  he/she  had  exercised  con- 
trol 

•  A  thorough  analysis  of  deposits  was  made  by  the  investigat- 
ing agent  in  order  to  negate  the  likelihood  that  the  deposit 
came  from  non-taxable  sources 

•  Unidentified  deposits  have  the  inherent  appearance  of 
income 

The  principle  defense  in  a  bank  deposit  case  is  that  the 
deposits  themselves  represent  non-taxable  sources  (i.e.  other  peo- 
ples  money,  prior  accumulated  funds,  redeposits  of  cash  with- 
drawals, or  transfers  of  funds  between  accounts).  This  type  ol  a 
defense  can  be  overcome  by  a  thorough  analysis  of  the  deposit 
and  withdrawal  activity  in  the  accounts  under  investigation. 


2^0 


Use  of  Each  Indirect  Method  of  Proof 


Since  there  are  three  methods  of  indirect  proof,  an  investigator 
must  be  able  to  determine  which  method  to  apply  to  a  given  situa- 
tion. The  following  section  explains  when  each  indirect  method  of 
proof  is  applicable. 

Net  Worth  Anolysis 

Net  worth  analysis  is  often  used  when  several  of  the  suspect  s 
assets  and/or  liabilities  have  changed  during  the  period  under 
investigation  and  one  of  the  following  conditions  exists: 

•  The  suspect  maintains  no  books  and  records 

•  The  suspect's  books  and  records  are  not  available 

•  The  sus{)ecl*s  books  and  records  are  inadequate 

•  The  suspect  withholds  bis  or  her  books  and  records 

in  addition  to  being  used  as  a  primar\'  method  of  proving  income 
in  civil  and  criminal  financial  cases,  net  worth  analysis  can  also 
be  used  to: 

•  Corroborate  other  methods  of  proving  income 

•  Verify  the  accuracy  of  known  or  reported  income 

Expenditures  Method 

The  expenditures  method  is  used  as  a  priiuaiy  method  of  eslab- 
lisbing  funds  from  unknown  sources  when  a  specific  it«MU  case 
cannot  be  made.  One  of  the  following  conditions  must  exist: 

•  The  suspect  maintains  no  books  and  records 

•  The  suspects  books  and  records  arc  not  available 

•  The  suspect's  books  anil  records  are  iua(k'C|uate 

•  The  suspect  withholds  his  or  her  books  and  records 

In  cases  where  the  suspect  has  several  assets  and  liabilities 
o  • 


whose  cost  basis  remains  the  same  throughout  the  period  in 
which  you  are  interested,  the  expenditures  method  may  be  pre- 
ferred over  net  worth  analysis  because  a  more  brief  presentation 
can  be  made  in  the  computation.  Assets  and  liabilities  which  do 
not  change  during  the  period  under  investigation  are  omitted  from 
the  expenditures  statement. 

Bank  Deposit  Method 

The  bank  deposit  method  is  recommended  as  a  primar)'  method  of 
proof  when  most  of  the  subjects  income  is  deposited  and  the  sub- 
ject's books  and  records  are: 

•  Unavailable 

•  \^ithheld 

•  Incomplete 

The  use  of  the  bank  deposit  method  is  not  limited  to  the 
above  circumstances.  If  the  suspects  books  and  records  appear  to 
be  complete  and  accurate,  the  methods  can  be  used  and  there  is 
no  requirement  to  disprove  the  accuracy  of  the  l)ooks  and  records 
in  order  to  do  so. 


Indirect  Methods  of  Proof  an  Investigative  Tool 

Besides  being  used  to  prove  income,  the  indirect  methods  of  proof 
can  be  used  as  an  investigative  tool.  They  can  help  evaluate  infor- 
mation provided  by  informants  and  can  be  used  to  show  that  a 
suspect  warrants  investigation  or  prosecution.  At  trial,  an  indirect 
method  of  proof  can  be  used  to  convince  the  jury  that  the  suspect 
is  guilty.  The  following  scenario  will  be  used  to  illustrate  these 
usages. 

An  informant  conies  into  an  i n rest i gators  office  and  provides 
information  concerning  Billy  Boh  Smith.  According  to  the  infor- 
mant, Billy  Boh  has  cmhezzled  money  from  the  bank  where  he  is 
employed.  The  informant  does  not  know  how  much  money  has  been 
taken,  but  alleges  it  is  substanti<d. 


An  indirect  method  of  proof  can  be  used  to  evaluate  the  infor- 
mant's allegation.  A  net  worth,  expenditures,  or  bank  deposit 
computation  could  substantiate  the  informant's  allegation  and 
indicate  Billy  Bob  Smith  has  funds  in  excess  of  his  legitimate 
income.  This  analysis  would  show  that  an  investigation  is  war- 
ranted. 

While  conducting  the  investigation,  indirect  methods  of  proof 
can  be  used  as  a  measuring  device.  This  investigative  tool  will 
indicate  whether  a  substantial  portion  of  the  embezzled  funds 
have  been  identified.  For  example,  suppose  the  investigator  uses 
the  specific  item  method  of  proof  and  documents  three  acts  of 
embezzlement  by  Billy  Bob.  In  each  case,  Billy  Bob  took  S5,000. 
However,  the  investigator's  indirect  method  of  proof  computation 
shows  S75,00O  of  unknown  income.  The  investigator  has  docu- 
mented only  20%  of  the  embezzlement  through  the  use  of  the  spe- 
cific item  method.  The  investigation  should  be  pursued  further. 
Now,  if  the  indirect  method  of  proof  computation  reflected 
S20,000  of  unknown  income  instead  of  S75,000,  the  investigator 
may  decide  to  stop  the  investigation  and  present  his  or  her  find- 
ings to  the  prosecutor  since  it  appears  the  major  portion  of  the 
embezzlement  has  been  documented. 

The  approach  described  above  also  can  be  used  to  convince  a 
supervisor  to  allocate  resources  necessary  to  an  investigation  or 
prosecutors  to  take  a  case  to  trial.  While  the  specific  item  method 
may  document  three  acts  of  embezzlement,  an  indirect  method  of 
proof  may  indicate  $100,000  was  received  from  the  embezzle- 
ment. This  may  convince  a  prosecutor  to  indict  a  suspect.  It  also 
may  convince  a  jury  that  on  three  occasions  Billy  Bob  Smith  did 
embezzle  money  from  his  employer. 

Indirect  methods  of  proof  also  are  useful  in  money  laundering 
and  forfeiture  investigations.  They  can  provide  the  information 
the  investigator  needs  to  prove  that  an  asset  was  ()un;hased  with 
money  obtained  through  illegal  activity.  Money  laundering  and 
forfeiture  investigations  are  discussed  in  Cha[)ter  1 1. 


Since  the  key  to  proving  a  financ  ial  erime  often  rests  on  a  showing 
of  the  suspects  disposition  or  receipt  of  illegal  funds,  the  ability 
to  follow  the  flow  of  funds  and  the  movement  of  money  is  of 
utmost  importance  to  a  financial  investigator. 

The  specific  item  method,  the  method  of  direct  proof  dis- 
cussed in  Chapter  7.  relies  on  a  microscopic  view  of  the  move- 
ment of  money  through  a  suspects  books  and  records  or  into  and 
out  of  the  suspects  bank  accounts.  In  contrast,  indirect  methods 
require  a  macroscopic  view  of  the  financial  situation.  To  prepare 
such  an  overview  of  the  suspects  financial  condition  requires  that 
the  investigator  c-omplete  a  "financial  profile"  or  detailed  finan- 
cial statement  of  what  the  suspect  owns.  owes,  earns,  and  spends 
during  the  particular  time  period  under  examination.  The  finan- 
cial profile  identifies  the  assets,  liabilities,  expenses,  and  expen- 
ditures of  the  suspect.  Additionally,  it  details  the  identified 
sources  and  applications  of  the  funds  used  to  make  the  purchases 
and  payments.  Through  the  use  of  the  financial  profile,  financial 
events  can  be  identified  which  trace  the  movement  of  money  by 
indirect  means. 

Net  worth  analysis  is  one  indirect  method  of  proof.  This 
analysis  is  based  on  the  theorv  that  increases  or  decreases  in  a 
persons  or  business s  net  worth,  during  a  specific  period,  results 
in  the  identification  of  unknown/iliegally  received  funds.  The  net 
worth  formula  is  shown  below. 


Net  Worth  Anolysts  Formula 


Assets 

Minus: 

Liabilities 

K(|iials 

Net  worth 

Minus: 

Prii)r's  year's  net  woilli 

K(|tials 

liKrease  in  net  worth  from  previous  year 

Plus: 

Known  expenses 

K(|iials 

Totol  net  worth  iixreasi 

Minus: 

KuihIs  from  known  sources 

Kqiials 

Kunds  frou)  unknown  sources 

Expenditures  analysis  is  a  second  indirect  method  of  tracing 
the  flow  of  funds.  In  the  expenditures  method,  a  comparison  is 
made  between  known  expenditures  and  known  sources  of  funds 
during  a  given  period  of  time.  Tliis  analysis  concludes  that  any 
excess  expenditures  must  result  from  unknown  funds  received  by 
the  suspect.  The  expenditures  formula  is: 

Expenditures  Metfcod  Fonnulo 

Total  expenditures 
Minus:       Known  sources  of  funds 

Kquals        F  unds  from  unknown  sources 


Bank  deposit  analysis  is  another  method  of  tracing  the  receipt  of 
unknown  funds  by  indirect  means.  Through  analysis  of  bank 
records  and  known  sources  of  funds,  a  determination  of  funds 
received  from  unknown  sources  is  derived.  The  bank  deposit  for- 
mula is  shown  below. 


Bonk  Deposit  Analysis  formvlo 


Tola!  deposits  to  all  accounts 

Minus: 

Transfers  and  redeposits 

K(]uals 

Net  deposits  to  oil  accounts 

Plus: 

Cash  expenditures 

K(nials 

Total  receipts  from  all  sources 

Minus: 

Funds  from  known  sources 

K(iuals 

Kmids  from  unknown  sources 

Questions  and  Exercises 

Answer  the  following  questions  and  then  check  your  responses 
with  those  provided  at  the  back  of  the  book. 


1.  When  is  it  appropriate  to  use  an  indirect  method  of  proof? 


2.  The  base  year  is  a  key  factor  in  the  net  worth  computation. 
Explain  why. 


3.  In  an  ex{)enditures  analysis,  what  effect  does  understating  the 
"known  sources  of  funds"  have  on  the  computationy 


4.  Compare  and  contrast  the  net  worth  and  expenditures  methods 
of  tracing  the  flow  of  funds. 


5.  What  is  meant  by  the  statement,  "the  specific  item  method 
represents  a  microscopic  view  of  the  movement  of  money,  whereas 
indirect  methods  represent  a  macroscopic  view  of  financial  activ- 
ity?" 


6.  When  using  the  expenditures  method,  you  must  determine  if  a 
transaction  is  an  expenditure  or  source  of  funds.  Keview  the  fol- 
lowing list  of  transactions  and  for  those  that  are  expenditures, 
place  an  "K"  in  the  blank  space  that  precedes  the  transaction;  for 
those  that  are  sources  of  funds,  place  an  "S"  in  the  blank. 


  a.   Suspect  has  a  bank  account  balance  of  S  1,300  on 

January  1,  1991,  and  $1,600  on  December31,  1991. 

  b.   Suspect's  mortgage  decreased  from  $27,500  to 

$25,200  during  the  year. 

—  c.   Suspect  s  beginning  inventory  was  $52,000  and  end- 

ing inventory  was  $38,000. 

_  d.  Suspect  sold  stock  costing  $5,000  for  $8,000. 

—  e.  Suspect  paid  $13,250  for  a  new  car. 

—  f.  Suspect  embezzled  $40,000  from  his  employer. 

—  g.  Suspect  took  out  a  $50,000  loan  to  purchase  a  boat. 

—  h.   Suspect  donated  $10,000  to  the  University  of  Higher 

Education. 

7.  Given  the  following  scenario  and  facts,  compute  the  subject's 
lands  from  unknown  sources  using  net  worth  analysis. 

Scenario 

Richard  Ross  operates  a  flower  shop  downtown.  It  is  alleged  that 
this  business  is  a  "front"  for  his  bookmaking  and  loan  sharking 
activities. 

Facts 

a.  You  find  a  financial  statement  signed  by  Ross  and  dated 
December  31.  1991.  The  statement  indicates  that  Ross  had 
SI. 000  cash  on  hand. 

b.  Ross  has  a  checking  account  which  he  opened  on  June  1. 

1991.  His  balance  as  of  December  31,  1991  was  S4.000.  During 

1992.  Ross  made  total  cash  deposits  of  $30,000  and  withdrawals 
of  S25.000.  His  balance  as  of  December  31,  1992  was  $9,000. 
During  1993.  Ross  made  total  cash  deposits  of  $25,000  and  with- 
drawals of  S32.{M)().  His  balance  as  of  December  31.  1993  was 
$2,000. 

c.  A  search  of  your  county  leal  estate  records  shows  that  Ross 
purchased  his  present  home  in  1991  for  $13{).(K)()  and  that  be 
obtained  a  S3(),(){K)  nmrlgage.  Real  estate  taxes  on  the  property 


amounted  to  $1,500  for  each  of  the  years  1992  and  1993.  Contact 
with  the  lending  institution  shows  that  Ross  made  monthly  pay- 
ments of  $1,000  to  the  lending  institution  during  the  subject 
years.  The  mortgage  balances  are  as  follows: 

•  December  31.  1991  $98,000 

•  December  31,  1992  $96,500 

•  December  31,  1993  $94,500 

Interest  payments  are  as  follows: 

•  1992  $10,500 

•  1993  $10,000 

(1.  Ross  bought  a  new  car  in  April,  1991.  He  paid  $25,000  cash. 

e.  City  records  indicate  that  Ross  applied  for  a  building  permit  in 
1992  for  the  construction  of  a  swimming  pool  in  his  backyard. 
Contact  with  the  pool  constnictiou  company  reveals  thai  Ross 
|)aid  $20,000  for  the  pool.  He  made  a  $10,000  cash  downpaymenl 
and  received  an  interest-free  loan  from  the  pool  company  for  the 
remaining  $10,000.  The  pool  was  completed  in  June,  1992.  Ross 
made  monthly  payments  of  $500  to  the  pool  company.  The  loan 
l)aumce  on  December  31.  1992  was  $7,000  and  on  December  31. 
1993.  the  loan  balance  was  $1,000. 

[.  All  iiiforiiiani  slated  thai  since  1991.  Ross  had  maiiilained  a 
$1,500  a  month  aparliiieni  for  his  girlfriend.  Becky  Pcrr\'.  The 
informant's  information  was  verified  as  being  accurate. 

g.  During  your  investigation,  you  find  that  on  Kebriian  28.  1992. 
Ross  |)urchased  a  diamond  ring  and  necklace  for  $25,100  cash 
and  on  December  23.1993.  he  paid  $15,900  cash  for  a  mink  coal. 

h.  During  an  interview  with  Ms.  Pern,  she  told  you  that  in  addi- 
tion to  the  apailnienl.  Ross  provided  her  with  a  new  car  which  he 
leased  on  .|aniiar\  1.1992.  Contact  with  the  auto  leasing  coiii|)aiiy 
revealed  that  Ross  made  lease  payiiienis  of  $.300  a  month  during 
1992aiidlW3. 

i.  luformuliou  obtained  from  a  local  boat  company  shows  that 
Ross  |)nrcliased  a  boat  on  June  4.  1993  for  $24,000. 


j.  The  county  judgment  index  sliows  that  Ross  honowed  $5,000 
from  a  local  finance  company  in  1990.  He  has  never  made  any 
repayments. 

k.  Records  of  the  local  travel  agency  disclosed  that  Ross  took  his 
girlfriend  on  a  vacation  to  the  Orient  in  1993.  It  cost  SI 2.000. 

1.  Vou  interviewed  Ross  and  he  showed  you  the  hooks  and 
records  for  his  flower  shop  which  indicated  that  he  had  a  net 
profit  of  S40.000  in  1992  and  S45.000  in  1993. 

Net  Worth  Analysis  Computation 


8.  Given  the  scenario  and  facts  listed  for  question  7,  compute 
the  subject's  funds  from  unknown  sources  using  the  expenditures 
method. 


Expenditures  Method  Computation 


9.  Given  the  scenario  and  facts  listed  for  question  7,  compute 
the  subject's  funds  from  unknown  sources  using  the  bank  deposit 
method. 

Bank  Deposit  Method  Computation 
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CHAPTER 


9 


Planning,  Conduc^|,||id  Recording  an  Interview 


■  1^1^  is  cheap  because  supply  exceeds  demand. 


|he  above  statement  may  be  true  in  many  situa- 
tions, but  when  it  comes  to  an  investigator  try- 
ing to  get  answers  out  of  a  witness,  the 
opposite  will  probably  happen.  One  of  the  most  important  skills 
investigators  can  develop  is  the  ability  to  get  people  to  open  up 
and  talk  to  them.  In  this  chapter,  you  will  learn  about  the  "art"  of 
interviewing.  Yes,  it  is  an  art  because  those  who  do  it  well  are 
more  successful  than  those  who  shrug  interviewing  off  as  just 
"asking  questions  and  writing  down  answers." 

An  int(>rview  is  more  than  just  going  to  someone's  house, 
knocking  on  the  door,  and  then  asking  questions.  It  takes  plan- 
ning. If  you  come  across  in  a  threatening  manner  or  can't  ade- 
quately explain  why  you  need  to  interview  a  witness,  you'll  never 
get  any  voluntary  cooperation.  If  you  ask  complex  questions  or 
don't  allow  witnesses  to  tell  their  story  in  their  own  words,  you're 
not  going  to  get  what  it  is  you  are  after  And  finally,  if  you  cannot 
adequately  convey  to  others  what  you  found  out  durinfj  the  inter- 
view, it  may  as  well  not  have  taken  place.  The  "art"  of  interview- 
ing consists  of  three  phases —  planning,  conducting,  and 
recording —  all  of  which  are  discussed  in  this  chapter. 
After  studying  Chapter  9,  you  should  be  able  to: 

•  Slate  the  purpose  of  a  financial  inter\'iew. 

•  List  the  objectives  of  a  financial  inten  iew. 


•  Describe  the  elements  that  must  be  considered  when 
planning  an  interview. 

•  Describe  techniques  used  when  conducting  an  inten  iew. 

•  Identify  and  describe  methods  used  to  record  an  interv  iew. 

"Just  the  facts."  Remember  Sergeant  Joe  Friday's  famous 
phrase  from  the  television  show  Dragnet?  For  years,  every  week 
like  clockwork,  Joe  had  the  uncanny  ability  to  detect,  investigate, 
and  resolve  criminal  matters  in  30  minutes  or  less. 

Television  makes  it  look  easy.  Unfortunately  it  isn't.  Detecting 
and  investigating  a  financial  crime  can  take  weeks,  months,  and 
even  years.  So,  while  reality  significantly  differs  from  what  hap- 
pens on  television,  one  thing  remains  the  same —  financial  investi- 
gators, just  like  Joe  Friday,  search  for  facts  by  interviewing  people. 

Few  skills  are  as  important  to  the  financial  investigator  as  the 
ability  to  talk  to  people  anil  successfully  gather  information  from 
them.  Yet.  law  enforcement  officers  are  not  empowered  to  force 
people  to  talk  to  them.  These  powers  are  granted  only  to  courts, 
grand  juries,  and  certain  judicial  and  legislative  bodies. 
Consequently,  investigators  face  the  double  duty  of  convincing 
the  interviewee  (hereafter  called  the  witness)  to  agree  to  be 
interviewed  and  then  getting  the  witness  to  talk  after  getting 
inside  the  door. 


What  is  an  Interview? 


AnlntarvUw  Phone  interviews.  Employment  interviews.  Counseling  inten  iews. 

•  Face-ui-fmr  Investigatory  interviews.  As  you  can  see.  there  are  many  types  of 

•  Tusk  related  imrimse  interv  iews.  And  though  they  all  serve  different  purposes,  they  are 

founded  on  the  same  definition:  an  inttrvitw  is  a  specialized 
form  of  oral,  face-to-face  communication  between  people  that  is 
entered  into  for  a  specific  task-related  purpose  associated  with  a 
particular  subject  matter.' 

For  the  financial  investigator,  two  aspects  of  this  definition 
should  be  noted.  The  first  one  Is  that  an  interview  is  a  face-to-face 
communication.  Not  only  will  investigators  listen  to  what  wit- 


nesses  say,  they  will  be  able  to  see  what  the  witnesses  do.  The 
visual  and  non-verbal  aspects  of  an  interview  are  very  important 
and  should  not  be  overlooked.  Secondly,  the  interview  has  a  spe- 
cific task-related  purpose.  This  task-related  purpose  is  what 
makes  an  interview  different  from  mere  conversation.  A  conversa- 
tion can  take  off  in  many  directions;  an  interview  must  be  focused 
on  relevant  content. 


Introduction  to  the  Financial  Interview 

Before  we  get  into  a  general  discussion  of  the  interview  process, 
we  should  look  at  some  specifics  of  the  financial  interview.  The 
purpose  of  a  financial  interview,  its  objectives,  and  the  type  of 
question  to  be  asked  during  a  financial  interview  are  discussed 
below. 

Purpose  and  Objectives 

For  the  financial  investigator,  the  interview  is  a  tool  used  to  deter- 
mine what  knowledge  a  witness  has  concerning  an  investigation. 
Knowledge  in  this  context  includes  information  about  the  allega- 
tion or  crime  in  question,  and  any  relevant  records  in  a  witness's 
possession.  The  information  and  documents  provided  to  the 
investigator  form  the  basis  of  the  witntts's  tMtimony. 

A  financial  interview  is  different  from  a  financial  interroga- 
tion. Financial  interviews  are  conducted  to  obtain  information 
and  documentation  from  witnesses.  Financial  interrogations  are 
conducted  with  suspects  and  hostile  witnesses  to  elicit  confes- 
sions or  admissions  of  culpability.  An  investigator  may  plan  on 
conducting  an  interview  and  have  it  turn  into  an  interrogation. 
Con\ersely,  interrogation  can  commence  only  to  discover  that  the 
witness  appears  to  be  innocent,  and  with  that,  an  interrogation 
turns  into  an  inten  iew. 

The  financial  interview  is  not  something  that  investigators 
undertake  haphazardly.  Prior  to  each  intei-view,  they  must  decide 
what  they  hope  to  accomplish  by  interviewing  a  particular  witness. 
In  other  words,  they  must  determine  the  intei-views  objective(s). 


The  objectives  of  a  financial  interview  arer 

•  To  obtain  infonnation  that  establishes  or  refutes  the  allega- 
tion or  crime  under  investigation 

•  To  obtain  leads  for  further  development  of  the  case 

•  To  obtain  all  information  and  documents  in  the  witness's 
possession  relative  to  the  financial  investigation 

•  To  obtain  the  cooperation  of  the  witness  for  any  subsequent 
legal  proceeding 

•  To  obtain  background  and  personal  information  about  the 
witness  and  motivation  for  involvement  in  the  crime 


Ask  qutttiont  reluled  lo 
specifici.  not  jusi  general 
recolleclionx 


Type  of  Question  Asked 

A  financial  interview  is  a  special  type  of  investigatory  interview. 
During  most  investigations,  people  are  interviewed  to  obtain  their 
recollec  tions  of  events.  For  example: 

"Can  you  describe  the  person  who  came  into  the  bank?" 

"Do  you  remember  if  anyone  was  with  him?" 

"What  color  was  the  car  she  purchased?" 

Financial  inteniews  go  beyond  recollection  (juestions.  Like 
the  financial  investigation  itself,  they  are  concerned  with  specific 
details  of  financial  transactions  and  the  movement  of  money.  For 
example: 

"Why  did  you  have  this  check  cashed?" 

"You  notarized  two  signatures  on  this  document.  One  is  the 
suspect  s.  Who  is  the  other  individual?" 

"How  did  she  pay  for  the  car?" 
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The  Three  Phases  of  an  Interview 


For  anv  investigator,  an  inteniew  is  more  than  just  asking  a  wit- 
ness some  questions.  Who  should  be  interviewed?  What  ques- 
tions should  be  asked?  In  what  order  should  the  questions  be 
asked?  Where  should  the  interview  take  place?  How  can  the  wit- 
ness be  put  at  ease  so  that  he  or  she  cooperates?  What  happens  to 
the  information  collected?  These  are  just  some  of  the  questions  an 
investigator  must  ask  before,  during,  and  after  the  interview. 

A  good  interview  requires  a  lot  of  forethought,  skillful  execu- 
tion, and  an  ability  to  convey  what  happened  during  the  interview 
to  others.  The  interview  process  is  comprised  of  the  following 
three  phases: 

•  Planning 

•  Conducting 

•  Recording 

Planning  an  Interview 

Prior  to  planning  any  inteiTiew.  the  investigator  is  usually  facrd 
with  one  or  more  of  the  following  conditions:' 

•  A  crime  has  been  alleged  or  committed,  but  the  farts  relat- 
ing to  the  situation  have  not  yet  been  established 

•  A  complainant  or  victim  has  been  identified.  This  could  be 
an  individual,  business,  or  governmental  entity 

•  Records  or  documents  reflecting  financial  transactions 
relating  to  the  suspected  criminal  activity  have  surfaced 

•  Rumors,  innuendo,  or  fac-tual  information  pointing  to  a  spe- 
cific suspect  have  emerged 

The  invesrigator  uses  the  interview  to  develop  information 
about  these  existing  conditions.  The  information  collected  will  be 
used  to  support  or  dispel  the  allegations. 

o  Q 


SeiMting  Witn«ss«s 

When  an  investigation  begins,  investigators  must  determine  who 
they  want  to  interview  and  in  what  order.  Traditional  criminal 
cases  are  generally  investigated  by  first  contacting  the  outer  cir- 
cle of  honest,  disinterested  witnesses  and  then  working  inward  to 
the  co-conspirators  and  ultimately  to  the  target.  Law  enforcement 
normally  starts  the  interview  process  with  the  complaining  wit- 
ness and  after  exhausting  his  or  her  knowledge  of  the  facts  and 
reasons  for  suspicion,  proceeds  in  a  similar  manner  around  the 
outer  circle  of  witnesses.' 

In  a  financial  investigation  this  traditional  sequence  is  often 
altered.  Following  the  movement  of  money  dictates  talking  to  wit- 
nesses that  have  knowledge  of  financial  transactions. 
Accordingly,  the  hierarchy  of  interviews  is  determined  by  the 
degree  of  knowledge  or  participation  in  financial  activities  cre- 
ated by  the  alleged  criminal  event  or  crime  at  issue.  For  example, 
in  a  political  corruption  investigation,  documents  showing  the 
movement  of  money  from  the  payer  of  the  bribe  to  the  taker  of  the 
bribe  would  be  of  paramount  importance  to  the  investigator. 
People  with  documents  (bankers,  money  couriers,  business  asso- 
ciates) would  be  priority  contacts.  In  an  embezzlement  or  tax  eva- 
sion investigation,  the  key  interviews  would  be  with  custodians  of 
accounting  records  and  internal  audit  files,  and  tax  return  prepar- 
ers. Even  in  a  drug  case,  financial  transactions  decide  the  order 
of  contacts  for  the  investigator.  The  priority  witnesses  will  have 
records  reflecting  the  suspect's  use  of  proceeds  from  the  drug 
trade.  While  each  investigation  offers  a  different  set  of  interview 
options  and  priorities,  the  bottom  line  in  a  financial  investigation 
is  that  every  person  who  has  documents  pertaining  to  financial 
transactions,  or  knowledge  about  them,  should  be  interviewed. 

Types  of  Witnesses 

One  of  the  things  an  investigator  must  consider  prior  to  contacting 
an  individual  for  an  inten  iew  is  what  type  of  witness  will  that 
person  be.  Will  he  or  she  be  cooperative,  hostile,  or  have  no  feel- 
ings one  way  or  the  other?  Prospective  witnesses  can  be  catego- 
rized into  three  general  types:' 
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Tyiws  et  WHiwsses  

Nwtral 

This  is  an  uninterested  third  party  such  as  a  custodian  of  public  or  financial 
records.  This  person  has  no  interest  in  the  outcome  of  the  investigation  and 
provides  documents  and/or  unbiased  infonnation. 
Friendly 

A  friendly  witness  is  one  who  cooperates.  Witnesses  are  friendly  for  a  variety 
of  reasons.  Certain  people  naturally  tell  anybody  everything.  Others  realize 
that  they  stand  to  benefit  from  providing  information  about  the  suspect  to 
authorities.  Also,  many  people  seem  to  enjoy  "playing  detective"  and  get 
caught  up  in  the  excitement  of  being  a  part  of  an  important  investigation. 
RtliKtant  or  hostile 

This  is  an  uncooperative  party  who  is  typically  a  friend  or  associate  of  the 
suspect.  This  witness  may  also  be  hostile  due  to  his  or  her  own  culpability  in 
the  criminal  activity  under  investigation. 

Neutral  and  friendly  witnesses  usually  agree  to  interviews 
upon  request.  No  more  than  proper  identification  and  introduction 
by  the  investigator  opens  the  door.  Interviewing  hostile  witnesses 
often  presents  greater  c  hallenges.  Most  likely,  these  witnesses 
will  not  voluntarily  submit  to  an  interview.  They  refuse  to  provide 
infonnation  and  documents. 

Since  law  enforcement  cannot,  on  its  own,  compel  any  witness 
to  say  or  do  anything,  investigators  need  assistance  from  the  legal 
system.  With  approval  from  a  government  attorney  (i.e.  city  or 
district  attorney,  or  U.S.  Attorney)  the  investigator  can  be  issued  a 
document  (i.e.,  summons,  subpoena)  which  commands  a  witness 
to  appear  and  submit  to  an  interview.  The  investigator  ser\'es  this 
document  on  the  witness  and,  if  the  witness  disregards  the  docu- 
ment, contempt  charges  and  incarceration  possibly  could  result. 
But  even  an  investigative  tool  that  can  command  appearance 
before  the  investigator  tloes  not  override  a  witness's  constitutional 
guarantees.  So,  while  a  hostile  witness  can  be  ordered  to  open  the 
door  and  submit  to  an  interview,  he  or  she  cannot  be  compelled  to 
say  anything  incriminating. 


Contacting  th«  SuspMt 

In  Chapter  4,  we  stated  that  the  suspect  was  a  valuable  source  of 
information.  It  follows  then  that  deciding  when  to  interview  the 
suspect  is  an  important  decision.  Should  he  or  she  be  contacted  at 
the  start  of  the  investigation  or  confronted  upon  its  completion? 
Should  the  investigator  contact  the  suspect  at  all?  The  decision  is 
determined  by  the  investigator  and  is  different  for  each  investiga- 
tion. Interviewing  the  suspect  during  the  early  stages  of  the  inves- 
tigation makes  good  sense  if  it  is  feared  that  records  in  his  or  her 
possession  may  be  destroyed  or  an  alibi  may  be  concocted.  Often, 
catching  the  suspect  off  guard  results  in  a  more  responsive  inter- 
view filled  with  more  answers  and  more  documents.  Also,  early 
interviews  have  resulted  in  quick  confessions  and/or  early  indica- 
tions of  innocence. 

On  the  other  hand,  delaying  contact  with  the  suspect  may  be 
advantageous  if  information  and  documents  gathered  from  other 
witnesses  can  be  used  to  refute  the  suspect's  alibis  and  lies. 
Additionally,  confessions  sometimes  occur  when  the  suspect  is 
confronted  face  to  face  with  the  evidence  of  guilt. 

In  certain  situations,  the  suspect  may  not  be  interviewed  at 
all.  He  or  she  may  be  beyond  the  reach  of  law  enforcement  (i.e. 
out  of  the  country)  or  may  be  represented  by  an  attorney  who 
refuses  to  allow  his  or  her  client  to  be  interviewed  on  constitu- 
tional grounds. 

Mathod  of  Quostioning 

While  planning  an  interview,  the  investigator  must  determine  the 
method  of  questioning  to  use.  Questioning  can  be  organized  in  a 
number  of  ways: 

•  Chronological  matliod.  The  witness  is  questioned  about  the 
events  in  the  order  that  they  occurred  from  beginning  to  end.  This 
is  the  usual  organization  of  questioning. 

•  Qusstlonlng  according  to  dociimonts.  In  this  type  of  inter- 
view format  a  particular  document  (financial  statement,  canceled 
check,  tax  return)  is  the  focus.  The  witness  may  be  the  legal  cus- 
todian of  the  record  and  have  no  other  involvement  in  the  investi- 
gation. 
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•  QuMtioning  according  to  transactions  or  ovonts.  The  wit- 
ness may  have  sold  the  subject  a  house  or  delivered  a  package  for 
him  or  her.  The  questions  in  this  situation  would  center  on  the 
event  and  radiate  from  there. 

During  the  planning  phase,  the  investigator  should  prepare  a 
written  outline  that  lists  main  topics  to  be  covered  in  the  inter- 
view. An  outline  allows  the  investigator  to  concentrate  on  impor- 
tant ideas  and  areas  to  be  covered.  However,  writing  down  ever)' 
specific  question  to  be  asked  and  in  a  specified  order  should  be 
avoided  as  this  has  the  tendency  to  make  the  investigator  inflexi- 
ble and  tied  to  the  next  question.  The  investigator  unwittingly 
becomes  guided  by  what  is  written  on  the  sheet  of  paper  instead 
of  what  is  being  said  by  the  witness.  Also,  the  witness  may  catch 
a  glimpse  of  the  upcoming  questions  and  prepare  responses  in 
advance.  The  following  page  contains  a  simplified  example  of  an 
interview  outline.  The  outline  used  for  an  actual  interview  would 
be  more  extensive. 
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Ray  Austin  Interv  iew 

Introduction:    Identify  Self 
State  Purpose 

Background:  DOB 
SSN 
Address 
Married 

Wife  (Maiden  Name) 

Children 

Source  of  income 

Parents 

Education 

Militan 

Prior  Arrest.  Convictions 
Assets  Liabilities  Cash-on-Hand 


Associates:      Adkins  HTB  Inc. 

Allen  Cleveland 
Massey  TB  Trust 
Massey  Cenieten' 
Roseinan-  V^'esthun' 
Tony  Idaho 
Toni  Boise 
Marc  Fresno 


Conducting  an  Interview 

Oiu-e  ail  investigator  is  finished  with  the  plaiiiiiiig  phase,  he  or 
she  is  ready  to  coiKhict  the  inter\  iew.  The  inter\  ie\v  itself  is  com- 
posed of  three  distinct  parts: 


•  Introduction 

•  Body 

•  Close 

Introduction 

The  introduction  is  critical  as  it  sets  the  tone  for  the  whole  inter- 
view. It  serves  the  following  two  purposes: 

•  Allows  the  investigator  to  identify  himself  or  herself  to  the 
witness 

•  Allows  the  investigator  to  state  the  purpose  of  the  contact 

The  following  shows  right  and  wrong  ways  for  an  inxestigator 
to  introduce  himself  or  herself.'' 


Wrong 

"Mr.  Sniitli.  my  name  is  John  Jones  ami  this  is  Man'  Adams.  We're  with  the 
government.  X^'e're  investigating  Jim  Dealer  and  we  need  to  talk  to  ytui." 

Right 

"Mr.  Smitli.  ray  name  is  John  Jones.  I  am  a  Special  Agent  with  tiie  Internal 
Revenue  Ser\ii'eK  Criminal  Investigation  Division.  This  is  Special  Agent 
Mary  .Adams  from  the  Dnip  Enforcement  Administration.  We  are  currently 
conducting  an  investigation  involving  alleged  violations  of  money  laundering 
laws  by  Jim  Dealer.  May  we  s|)eak  to  you  for  a  few  inoments';'" 

The  objective  of  the  introduction  is  to  put  witnesses  at  ease 
and  to  get  them  to  agree  to  answer  questions.  However,  once  the 
investigator  identifies  himself  or  herself,  the  next  question  nor- 
mally is  asked  by  the  witness. 


\\  itncss:  "\\  hy  are  you  contacting  me;"" 

ln\estigalor:         "We  would  like  to  ask  some  (jue^lioiis  aliout  your  (inancial 
dealings  with  Jim  Dealer  and  his  associates," 
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Since  the  investigator's  goal  is  to  put  the  witness  in  a  frame- 
of-mind  to  answer  questions,  he  or  she  must  supply  a  reason 
which  leads  the  witness  to  perceive  that  he  or  she  will  benefit 
from  cooperating  with  the  investigator.  If  the  witness  believes  that 
the  investigator  represents  a  threat,  voluntary-  cooperation  is  gen- 
erally lost.  The  next  page  shows  some  right  and  wrong  ways  to 
gain  the  cooperation  of  a  hesitant  witness. 

During  the  introduction,  the  investigator  should  ask  general, 
almost  generic,  questions  such  as  name,  address,  telephone  num- 
ber, and  date  of  birth.  Since  many  witnesses  are  apprehensive, 
the  investigator  needs  to  be  patient  and  avoid  rushing  into  impor- 
tant questions.  Through  reassuring  the  witness  that  his  or  her 
cooperation  will  not  cause  any  undue  hardships,  inconveniences, 
or  embarrassment,  a  rapport  can  be  established  that  will  assist 
both  the  witness  and  the  investigator  during  the  interview 
process.  When  the  introduction  has  been  completed  and  the  wit- 
ness is  ready  to  talk,  the  investigator  moves  on  to  the  second  part 
of  the  actual  interview —  the  body. 


Right  tmd  Wrwig  Ways  to  Gdii  Hw  Cooper atioii  at  o  WHnws  

Wrong 

Witness:       "Why  should  I  talk  to  you?  I  don't  want  to  get  involved." 

Investigator:  "You  should  have  thought  of  that  sooner —  it's  too  late  now. 

We  can  talk  here  or  we  can  talk  downtown.  It's  your  choice." 

Right 

Witness:       "Why  shoulil  I  talk  to  you?  I  don't  want  to  get  involved." 

Investigator:  "You  certainly  are  not  required  to  talk  to  me.  I  am  just  seeking 
some  information  on  a  serious  matter  which  may  or  may  not 
result  in  legal  action.  By  speaking  informally  with  me  now.  it 
may  save  you  the  trouhic  of  having  to  testify  later,  depending 
on  the  information  you  have.  Is  that  o.k.?" 

or 

Vi  itness:       "I  don't  want  to  answer  any  (]uesti()ns  at  this  time  without  first 
talking  to  my  lawyer." 

itivestigator:  "^ou  ccilaiidy  don't  have  to  talk  to  me,  with  or  without  your 

lawver.  Let's  do  it  this  way.  Let  me  ask  you  a  few  questions  and 
if  you  don't  want  to  answer  them,  just  say  so.  I'm  not  trying  to 
gel  you  into  trouhle.  I'm  just  trying  to  do  my  jol)  and  get  some 
answers.  Is  that  o.k.?" 

The  Body 

The  ImkIv  of  tlie  interview  is  tlie  fact  Hiuliiifi  part  of  tlie  inten  iew 
proct'ss.  Questions  are  asked  and  answers  are  provided.  The 
structure  of  tlie  interview  is  deterniined  by  tlie  method  of  ques- 
tioning (ehronologieal.  by  document,  or  by  transaction  or  event) 
which  should  have  been  ]>re-detenniued  and  outlined  by  the 
investigator. 

In  this  stage  of  the  interview,  witnesses  should  be  allowed  to 
tell  their  stor\  in  their  own  words.  Keeognizing  that  a  witness's 
story  will  usually  be  disjointed  and  rambling,  the  investigator 
must  be  prepared  to  put  order  to  the  material —  lind  the  details. 


focus  for  clarity,  and  ensure  the  accuracy.  For  the  investigator, 
conducting  an  inter\'ie\v  is  much  more  than  just  asking  questions 
and  writing  down  answers.  This  process  requires  concentration 
and  active  participation  by  the  investigator  if  his  or  her  objectives 
are  going  to  be  achieved. 

The  time-honored  questioning  devices  of  who,  uhat.  nhere. 
when,  why.  and  hoir  allow  investigators  to  push  witnesses  for 
details.  Investigators  should  continue  the  questions  until  they  are 
convinced  that  a  witness's  knowledge  of  a  topic  is  exhausted. 
Details,  details,  details!  Whether  recollections  or  records,  it  is  the 
detail  provided  by  the  witness  that  lays  the  foundation  for  a  suc- 
cessful financial  investigation.  The  following  exchange  between 
an  investigator  and  a  witness  illustrates  how  to  pursue  the  detail 
in  a  line  of  questioning. 
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Investigator:  "How  was  the  kickback  payment  made?" 
Witness        "At  a  meeting." 
Investigator:  "Where  did  this  meeting  take  place?" 
Witness:       "In  Mr.  X  s  office." 
Investigator:  "How  many  people  were  there?" 
Witness:       "There  were  three  of  us." 
Investigator:  "Who  were  they?" 
Witness:       "Mr.  X,  Bill  Baker,  and  me." 
Investigator:  "How  was  the  kickback  divided?" 
Witness:       "Mr  X  split  it  into  three  piles." 
Investigator:  "How  much  did  each  of  you  get?" 

Witness:       "I  don't  know.  Mr.  X  didn't  count  the  money.  He  just  estimated 
the  size  of  each  pile." 

Investigates:  "Did  you  all  get  the  same  size  piles?" 

Witness:       "Yes.  I  counted  it  at  my  office.  I  had  just  a  little  over 
$100.0(K)." 

Investigator:  "Would  you  say  that  Mr.  X  received  about  8I00.(M)0  also?" 
Witness:       "That  would  seem  about  right." 

A  witness's  opinion  of  events  often  clouds  the  facts.  Although 
there  is  nothing  wrong  with  requesting  an  opinion  from  a  witness, 
the  investigator,  through  proper  questioning,  needs  to  separate 
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the  facts  (what  was  said)  from  the  opinions  (what  was  talked 
about).  The  goal  is  a  verbatim  recollection  from  the  witness.  For 
example: 

Wroiig 

"What  did  you  and  Jim  Dealer  talk  about?" 
Right 

"What  did  Jim  Dealer  say  to  you? 
What  did  you  say  to  him?" 

As  was  stated  earlier,  an  investigator  must  actively  participate 
in  the  interview  process.  It's  not  as  simple  as  ask  a  question,  write 
down  a  response.  The  investigator  must  constantly  analyze 
responses,  and  continually  check  for  inconsistencies,  inaccura- 
cies, and  incom{)leteness.  For  example: 

Investigator:  "How  long  did  your  meeting  with  Mr.  Grey  last?" 

Witness:       "It  lasted  all  day." 

Investigator:  "What  did  Mr.  Grey  .say?" 

itness:       "Not  nuieh." 

An  all  day  meeting  with  not  much  said  should  raise  a  red  flag 
in  the  investigator's  mind.  This  line  of  questioning  needs  to  be 
pursued. 

During  an  interview,  investigators  have  a  multitude  of  tasks  to 
handle  sinndtaneously.  From  listening  to  a  response  and  record- 
ing it.  to  formidating  the  next  question,  they  have  a  lot  to  do. 
There  are  some  general  "do's  and  don'ts"  that  investigators 
should  consider  when  peHbnning  an  intei-view.  They  are  found  ox\ 
the  next  page. 


httrvltw  D«'s  ami  Don'ts 

•  Do  inten'iews  as  a  team.  One  investigator  listens  and  controls  the  ques- 
tioning while  the  second  records  the  responses. 

•  Do  interview  witnesses  individually.  Attempting  to  inter\iew  two  wit- 
nesses in  the  same  room  at  the  same  time  results  in  one  of  two  things — 
one  witness  influences  the  other's  responses  or  one  witness  becomes  mute 
thereby  allowing  the  second  witness  to  answer  all  the  questions.  Always 
separate  witnesses  and  conduct  their  interv  iews  simultaneously. 

•  Do  control  the  interview.  Don't  let.  for  example,  an  attorney  who  is  present 
disrupt  the  interv  iew.  Before  beginning  the  interview,  advise  each  partici- 
pant of  their  role  in  the  process.  This  should  help  eliminate  any  control 
problems. 

•  Do  provide  the  witness  with  an  out.  If  a  witness  has  previously  denied 
knowledge,  or  has  supplied  false  itiformation.  there  is  often  reluctance  to 
admit  it.  The  investigator  should  provide  this  witness  an  "out".  It  normally 
will  be  taken.  For  example: 

"Mr.  Smith.  1  know  when  we  talked  before  you  denied  knowing  Mr. 
Dealer.  You  probably  forgot  about  meeting  bim.  Can  we  start  over?" 

•  Don'l  ask  compound/complex  or  negatively  phrased  (pieslioiis.  (i.e.  "you 
didn't  see  the  money,  did  you?").  Questions  should  be  simple,  to  the  point, 
and  positively  phrased. 

•  Don't  make  threats  and  avoid  threatening  remarks.  Threats  rarely  work,  so 
overbearing  tactics  should  be  avoided.  The  "g(M)d  cop/bad  cop"  interv  iew 
technique  looks  good  oti  television  but  is  usually  inappropriate  in  iinan- 
cial  investigations. 

As  was  discussed  in  Chapter  .'J.  in  our  lef?al  system,  docu- 
ments (•  \nnot  sj)eak  for  themselves,  eitfier  figuratively  or  literaliy. 
A  witness  must  identify,  explain,  and  introduce  every  financial 
document  to  give  it  meaning  in  any  legal  proceeding  or  court 
action.  So  what  does  inteniewing  have  to  (lo  witli  the  introduction 
of  documents  into  a  legal  proceeding.  Plenty!  Successful  inter- 
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viewing  creates  cooperative  witnesses  who  breathe  Ufe  into  finan- 
cial records  involving  the  movement  of  money. 

Technical  areas  such  as  accounting  procedures  or  business 
specialties  should  be  covered  in  detail  during  the  body  of  an 
interview.  The  investigator  should  ask  questions  concerning  the 
document's  entries,  meanings,  and  purposes.  The  investigator 
should  also  determine  the  identity  of  the  document's  custodian 
and  solicit  the  authenticity  of  the  document.  Investigators  should 
not  be  afraid  to  ask  questions  and  should  keep  that  old  saying, 
"There  is  no  such  thing  as  a  stupid  question"  in  mind.  Any  ques- 
tion can  lead  to  a  surprising  answer. 

The  investigator's  job  during  the  interview  process  is  not  com- 
plete until  he  or  she  has  exhausted  the  witness's  knowledge  on 
the  important  topics  relative  to  the  ongoing  investigation. 
Successful  interviews  obtain  information  and  financial  leads,  as 
opposed  to  solving  the  case.  If  enough  interviews  are  conducted 
and  enough  information  is  uncovered,  the  case  will  solve  itself.' 

The  Close 

After  the  witness  has  provided  information,  the  investigator 
should  review  the  key  points  gathered  during  the  body  of  the 
interview.  This  process  of  summing  up  the  important  facts  serves 
the  following  two  purposes: 

•  It  allows  the  investigator  to  clarify  the  facts 

•  It  provides  an  opportunity  for  the  investigator  and  witness 
to  agree  with  the  investigators  summation 

Once  the  summation  has  been  agreed  on.  the  investigator 
should  ask  the  following  three  questions:" 

•  "Is  there  anything  that  I  have  forgotten  to  ask?" 

Probably  the  number  one  reason  investigators  fail  to  get  the 
answers  they  seek  is  that  they  simply  fail  to  ask  the  (|ues- 
tion.  Using  this  "catch-air"  question  allows  the  witness  the 
opportunity  to  play  detective. 


•  "Is  th«r«  anyons  sis*  you  think  I  should  sponk  with?" 

This  question  is  designed  to  find  more  leads.  If  the  witness 
is  hesitant,  it's  ok  to  say  that  his  or  her  name  will  not  be 
revealed  to  the  person(s)  suggested. 

•  "is  thoro  anything  also  that  you  would  liko  to  say?" 

This  should  be  the  investigator's  last  question.  It  gives  the 
witness  one  final  chance  to  say  anything  that  he  or  she 
wishes. 

Exit  gracefully,  even  after  encounters  with  hostile  witnesses. 
Soothe  the  apprehensive  witness  by  mentioning  that  all  the  infor- 
mation that  he  or  she  provided  will  be  held  in  confidence  and/or 
for  official  purposes  only.  If  the  witness  was  cooperative,  thank 
him  or  her  for  the  cooperation;  if  nothing  was  said,  express  regrets 
and  leave  the  door  open  for  future  contacts. 

Recording  an  Interview 

Investigators  conduct  inter\'iews  to  obtain  infonnation  and  docu- 
ments in  an  attempt  to  resolve  financial  crimes.  It  is  also  neces- 
saiT  to  prepare  a  permanent  rec!ord  of  each  inter\'iew  for  future 
reference  and  use.  Often  in  a  financial  investigation,  persons 
inter\'iewed  become  trial  witnesses.  The  record  of  the  financial 
inter\  iew  as  prepared  by  the  investigator  can  be  used  to  refresh 
the  witness's  memory  and  assist  the  witness  in  the  identification 
process  relative  to  a  financial  document. 

The  complexity  and  investigative  importance  of  an  interview- 
determines  the  best  method  to  record  it.  In  situations  where  no 
information  is  secured,  a  limited  report  or  record  of  interview  is 
acceptable.  However,  in  situations  where  "case  critical  ques- 
tions" are  answered,  or  denials  are  made  by  an  important  witness, 
a  more  formal  record  becomes  necessai7.  The  only  constraint  in 
the  recordation  process  is  the  requirement  fi)r  a«ura<y  and  <oni* 
piotonoss  by  the  investigator  preparing  the  written  summary. 

When  an  investigator  plays  the  role  of  an  inten  iewer.  he  or 
she  must  be  accurate,  fair  and  just.  Pbe  prosecuting  attorney 
relies  on  the  investigator's  written  notes  taken  during  an  intt'r- 
view.  The  investigator's  portrayal  of  the  interview  process  should 
uccurately  and  completely  reflect  the  witness's  testimony. 
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Informal  Notts 

The  "Informal  notos"  taken  by  investigators  during  the 
course  of  the  inter\'ie\v,  in  conjunction  with  their  recollections, 
provide  the  basis  for  the  written  record.  Informal  notes  should 
contain  sufficient  detail  to  permit  investigators  to  refresh  their 
memories  as  to  what  transpired  during  the  interview.  Any  method 
of  recording  the  details  is  sufficient  if  it  shows  the  date,  time, 
place,  persons  present,  and  what  occurred.  The  following  is  an 
example  of  the  informal  notes  taken  by  Special  Agent  John  Jones 
during  an  interview  with  Richard  Smith.  Special  Agents  Jones 
and  Adams  interviewed  Smith  concerning  a  financial  transaction 
(the  purchase  of  a  car)  he  had  with  the  suspect,  Jim  Dealer. 


Example  of  Informal  Notes 


Re:  J/mDeq/er 

(23   A  Sr^aetr 


John  DoHes^ 
MqryA<<aws,DEA 

iOm  -  lO:47(\m 

hour  a^ycol  Test  d.o>^e, -huck  aro^.d^od. 
■^e^  -pdid  *25,00G  in  oqS^i,  iV,  $ (oo  UK  itir  huck 
mo  iruck,  SeHql  #  1 173745 


Momorandum 

A  second  way  to  record  intcr\iews  is  to  "formalize"  the  investiga- 
tors infonnal  notes  into  a  "momorandum  of  Intorwiow".  A  inem- 
orandum  should  be  prepared  when  details  of  an  interview  are  too 
numerous  to  be  fully  and  properly  related  through  informal  notes, 
it  should  stale  what  occurred  duritig  the  inler\'iew  and  show  the 
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date,  time,  place,  and  persons  present.  If  the  person  interviewed 
was  advised  of  his  or  her  constitutional  rights  during  the  inter- 
view, this  fact  should  also  be  noted  in  the  memorandum.  The  final 
typed  memorandum  should  be  prepared  as  soon  as  possible,  and 
promptly  signed  and  dated  by  the  investigators  present  during  the 
interview.  The  actual  date  of  preparation  should  be  shown  at  the 
bottom  of  the  memorandum.  If  it  becomes  necessary  to  correct  or 
supplement  a  memorandum  after  it  has  been  finalized,  the  sup- 
plemental memorandum  should  clearly  state  the  date  and  reason 
for  such  action,  and  the  previous  memorandum  should  be 
attached. 

Handwritten  notes  made  during  an  interview  and  used  as  the 
basis  for  a  more  detailed  memorandum  may  be  subject  to  inspec- 
tion by  a  court  and  should  be  retained  in  the  case  file. 
Investigators  should  confine  memorandums  to  the  facts  developed 
in  the  interviews  and  should  avoid  opinions,  conclusions,  and 
other  extraneous  matters. 

When  deciding  whether  or  not  to  use  a  memorandum  as  a 
means  of  recording  interview  notes,  an  investigator  should  con- 
sider the  following  advantages  and  disadvantages: 

Advontogei  and  Diiadvontagei  of  the  Memorondum  

Advontogei  Ditodvontogei 

Informal  Does  not  contain  the  exact 


words  of  the  inten  iewee 


(Contains  all  pertinent  testimony 
ohtained  in  the  inten  iew 


Since  information  was  not 
mechanically  recorded,  there  is  a 
chance  fur  some  information  to 
he  forgotten 


Memorandums  can  he  prepared 
hy  topic  and  therefore  are  easy 
to  follow 


Docs  not  re(]iiire  an  oath 
or  affirmation 


An  example  of  a  memorandum  appears  on  the  follow  ing  page. 


Ixomple  of  MemoiHhiiii  of  Intenrfew 


In  re:     James  Dealer 

1 15  South  Street 
Miami.  Florida 

Present:  Richard  Smith.  Witness 

Special  Agent.  Mary  Adams 
Special  Agent.  John  Jones 

Place:    Office  of  Richard  Smith 
1 1 7  KIni  Street 
North  Miami.  Florida 

Date:     July  25.  1991 

Time:      l():CK)a.m.  to  10:47  a.m. 

1.  S/A  Adams  and  I  made  a  field  call  to  a  travel  agency  located  at  1 17  Kim  Street,  the  known  employer  of 
Richard  Smith.  Records  obtained  from  State  vehicle  registration  files  reveal  that  Smith  transferred  the  title 
of  a  truck  (serial  number  1 173945)  to  Dealer  in  May.  1990. 

2.  .After  proper  intmduction  and  identification  (by  displaying  our  credentials  and  i)a(lgcs').  I  asked  Mr.  Smith 
if  he  would  answer  a  few  questions  about  the  sale  of  his  truck.  Mr.  Smith  agreed  and  when  asked,  stated 
the  following: 

a.  He  advertised  his  truck  for  sale  in  a  newspaper  at  825.000. 

I).  Dealer  responded  to  the  ad  and  bought  the  truck  i)y  paying  825.000  in  currency,  composed  of  one  hun- 
dred dollar  i)ills. 

c.  The  sale  was  completed  on  May  29.  1090.  when  the  curreiic)  was  exciianged  for  the  truck  and  registra- 
tion paperwork. 

'^.  Mr.  Smith  further  slated  that  he  would  agree  to  reducing  the  infonnalion  to  a  written  affidavit  and  swear  to 
it's  accuracy. 

4.  I  suggested  tiiat  we  meet  again  tomorrow  at  his  home  to  prepare  the  affidavit.  Mr.  Smith  agreed. 

5.  This  inter\iew  concluded  at  10:47  a.m.  when  we  left  Mr.  Smith's  office. 

I  (prepared/dictated)  this  memorandmn  on  July  26.  1991.  after  refreshing  my  memor\  from  notes  made  during 
and  immcdialelv  after  the  interview  with  Richard  Smith.  ^  ■  ' /  /  ^'■^j 

Special  Agent 

I  certifv  that  this  memorandmn  has  recorded  in  it  a  sinnniar%  of  all  pertinent  matters  discussed  with  Richard 
Smith  on  Jidv  2.i.  19<)|.  »  . 

Q)  Witness 


QuMtion  and  Answtr  Statommt 

A  question  and  answer  statement  is  a  complete  transcript  of  the 
questions,  answers,  and  statements  made  by  each  participant  dur- 
ing an  inter\'iew.  It  may  be  prepared  from  a  stenographer's  notes 
or  from  a  mechanical  recording  device.  The  source  used  to  pre- 
pare the  transcript  should  be  preserved  and  associated  with  the 
case  file  as  it  may  be  needed  in  court  to  establish  what  was  said. 

A  question  and  answer  statement  should  contain: 

•  When  and  where  the  testimony  was  obtained 

•  The  name  and  address  of  the  person  giving  the  testimony 

•  The  matter  the  testimony  relates  to,  including  the  purpose  of 
the  inter\  iew 

•  The  name  and  title  of  the  investigator  asking  questions  and 
the  name  and  title  of  the  person  giving  answers 

•  The  names  and  titles  of  all  persons  present  during  the  testi- 
mony and  the  reason  for  each  person  being  present,  if  not  obvious 

•  The  consent  of  the  person  being  interxiewed  to  use  a  ta|)e 
recorder  if  a  mechanical  recording  is  being  made 

•  Infomiation  given  to  the  person  being  interviewed  concern- 
ing his  or  her  rights  to  counsel  and  against  self-incrimination,  if 
appropriate 

•  Administration  of  an  oath  if  given 

•  Questions  and  answers  establishing  that  the  statement  was 
made  freely  and  voluntarily,  without  duress,  and  that  no  promises 
or  commitments  were  made  by  the  investigators 

•  Signatures  of  the  investigators  who  conducted  tlic  inten  iew 
and  the  person  being  inten  iewed 

•  Signature  and  the  certification  of  the  |)ers()ii  transcribing  the 
statement,  showing  the  source  of  the  original  information  used 

•  Information  that  the  jierson  being  ititen  iewed  was  given  the 
o|)|)ortuiiily  to  examine  the  statement,  correct  any  eiTors.  and  sign  it 


The  following  is  a  format  that  can  be  used  for  question  and 
answer  statements. 

Chiettioii  Olid  Ainwer  Stottniwit  Fonnflt 

'IVslimonv  of  (name,  address)  given  at  (Inralion  ini  luding  aililress)  at  (time)  on  (date)  alnrnt  (subject  of  in%estigation  and  their  aildrcss). 
Present  at  this  interview  are  (names  and  titles  of  all  persons  present), 

Questions  were  asked  by  (name  and  title  of  (lerson  asking  the  que.stions)  and  an.swers  gi%en  by  (person  l)eiiig  inters  ie«ed). 
This  inters  iew  is  l>eiiig  recorded,  as  agreed  u[K)n,  by  means  of  (inctluMi  of  recording). 

1.  Q.  Vou  were  requested  to  ap[M-ar  at  (hn  ation)  to  answer  questions  conceming  (subject  matter),  (If  appropriate.  ad%ise  the  [ktsoii 
I>cirig  interviewed  of  his  or  her  rights  to  counsel,  etc,.) 

2,  Q.  Please  stand  and  raise  your  right  band.  Do  you  (person  being  inter\  ie«ed)  solenndy  swear  that  the  answers  you  are  about  to  gi\e 
to  the  questions  asked  will  be  the  tnith.  !.o  help  you  CtxV! 

Q.  Did  you  si-ll  a  Inn  k  that  yon  <iwni>il  to  Mr.  Jim  Dealer? 

A.  (answer) 

I.   Q.  How  nuich  did  he  pay  you  for  the  tnick? 

A.  (answerl 

•  Note:      I  hi-  iiiter\iew  is  brought  to  a  close  with  the  following  (|Uestions, 

120,  Q.  Ha^e  1,  or  has  any  other  iruestigator  or  officer,  threatened  or  intiniidalcil  you  in  any  nianni  ry 
A*  (answer) 

121,  Q.  Ha\e  I.  or  an\  other  in\i'stigator  or  oflici-r.  offered  you  any  ri'wards,  promises  or  irnnninity.  in  return  for  this  statement? 
A«  (answer) 

122,  Q.  Ila\c  you  gi\i'n  this  ..tatcmi  iit  fre<  li  and  \oliintaril\y 
A.  (answer) 

12;?,  Q.  U  there  an>  thing  further  yon  care  (o  adil  for  llii'  ri-corily 
A.  (answerl 

\fti  r  this  statement  has  been  transcribed,  you  will  be  gi\en  an  opportunity  to  riMil  it.  correi  t  any  errors,  anil  sij;n  il, 

•  Note:      W  hen  transcribing  the  statement  iiiclnile  ihi'  following: 

1  lia%e  carefully  read  the  foregoing  statement  consisting  of  page  I  to  (last  page  nniubcrl.  iiH  lusi\e.  which  is  a  I'orrect  transcript  it(m\ 
answers  to  ipicstions  asked  me  on  (date  of  statement)  at  (location  when'  stati'mcin  was  gi\cn).  ri'latiM'  to  (subject  of  invi'stigation  and 
their  address),  1  herebv  certifv  that  the  foregoiirg  ans»<'i>  are  true  ami  correct,  diat  1  haw  maile  the  corrections  shown.  lia\e  placed  luy 
niitials  oppositi'  each  correction,  and  that  1  haM'  iiiitiali'd  each  page  of  the  stateniciU, 

(signaturi'  ol  pei^on  gi\ing  stateiHcnO 
Snbsi  ribed  and  swoiii  to  iM-foi'e  luc  at  (time),  on  (date)  at  (present  liK  Htionl. 

(signature  and  title  of  in\c-tigator) 

(signaluri'  and  title  of  witai'ssing  irni'stigator) 
I  (name  ol  person  tianscribing  statement),  do  hen'ln  certify  that  I  took  thi'  loicgonig  statement  oi  (pcrscn  gi»ing  statement)  from  (method 
ol  iccordilig)  and  personally  liaiiscribed  it  and  IniM'  initialed  each  page. 

(signaliire  and  title  of  transcribi-rl 
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Normally  people  will  review  and  sign  a  question  and  answer 
statement  after  it  has  been  put  in  its  final  form.  Sometimes,  for 
various  reasons,  the  person  may  change  his  or  her  position  and 
refuse  to  sign  the  statement.  When  an  investigator  is  faced  with 
such  a  refusal,  he  or  she  should  request  that  the  statement  be 
read  and  verified  for  correctness.  In  such  situations,  the  following 
can  be  inserted  at  the  end  of  the  statement: 

This  statement  tvas  r^ad  by  (name)  on  (date)  tvho  stated 
that  it  was  true  and  correct,  but  re/used  to  be  placed  under 
oath  or  to  sign  it. 

Just  as  there  are  advantages  and  disadvantages  to  using  a 
memorandum  as  a  recording  device,  so  there  are  for  the  use  of  a 
question  and  answer  statement. 

Advantages  ond  Disodvantog«s  of  the  Question  and  Answer  Statement 
Advantages  Disodvantoges 

Reflects  l)Otli  questions  and  answers     Usually  contains  unneccssar\' 


Questions  are  generally  asked  in  a       Is  often  ver\'  long  and  involved 


material 


logical  secjuence 


Is  difficult  to  dispute  with  claims  of 
misunderstanding 


It  is  unedited;  therefore,  it  picks  up 
incorrect  grammar,  etc 


Is  preferred  when  the  issues  arc 
I'omplicated 


Tape  recorder  will  pick  up  outside 
noises  which  can  dismpt  recording 


L'nahle  to  make  voice  distinction 


Is  Useful  when  tlx-  |)erson  testifying 
under  oath  is  illiterate  or  helow 
average  intelligence 


Mechanical  failure 
(if  tape  recorder  used) 


(]an  lie  used  to  challenge  or 
discredit  a  witness 


t^an  he  viewed  as  inliniidaling  hy 
deponent;  therefore,  witnesses  are 
often  not  willing  to  participate 


Affidavit 

An  affidavit  is  a  written  declaration  of  facts  made  voluntarily  and 
confirmed  by  oath  or  affirmation.  The  text  of  an  affidavit  may  be 
prepared  extemporaneously  or  composed  by  agreement  between 
the  affiant,  the  person  making  the  statement,  and  the  investiga- 
tor. An  affidavit  can  be  either  typed  or  handwritten,  and  prepared 
either  by  the  affiant  or  investigator.  There  are  certain  advantages 
to  allowing  the  affiant  to  compose  and  write  an  affidavit.  These 
advantages  are  : 

•  The  affidavit  will  be  in  the  affiant  s  own  words 

•  The  affidavit  will  be  more  credible  because  it  is  in  the  affi- 
ant's own  ha'-.dwriting.  It  would  he  difficult  for  the  affiant  to 
later  deny  the  affidavit  was  his  or  hers 

One  advantage  to  having  the  investigator  prepare  the  affidavit 
is  that  the  investigator  will  ensure  that  only  relevant  information 
will  be  covered  and  that  the  information  will  appear  in  an  orderly 
fashion.  In  cases  where  the  affiant  is  unable  to  either  read  or 
write,  a  witness  other  than  the  affiant  or  the  investigator  must  read 
the  affidavit  to  the  affiant  before  he  or  she  signs  it.  The  affidavit 
must  also  be  signed  by  both  the  investigator  and  witness. 

No  particular  form  of  affidavit  is  required  by  common  law.  It 
is  customary  that  affidavits  have  a  caption  or  title,  the  judicial 
district  in  which  given,  the  signature  of  the  affiant,  and  the  jurat. 
A  {urat  is  the  certification  on  an  affidavit  declaring  when,  where, 
and  before  whom  it  was  sworn. 

The  affidavit  is  one  of  the  most  commonly  used  forms  of 
recording  testimony.  It  can  be  used  during  trial  to  impeach  a  wit- 
ness, refresh  memory,  or  it  can  be  introduced  as  evidence.  An 
affidavit  should  not  contain  hearsay  or  information  about  which 
the  witness  has  no  direct  knowledge.  If  the  person  being  inter- 
viewed was  advised  of  his  or  her  constitutional  rights,  this  should 
be  included  in  the  affidavit. 

A  sample  affidavit  is  found  on  the  next  page. 


Samplt  >Wldflvit 


United  States  of  America  Southern  ) 
Judicial  .  District  of  Florida  ) 

Richard  L.  Smith  state  that: 

1  reside  at  123  A  Street.  Miami.  Florida  

1  am  currently  employed  as  a  travel  agent  at  Miami  Travel,  located  at  117  Elm  Street,  Miami.  Florida.  On  May 
28.  1990, 1  placed  a  newspaper  advertisement  in  the  Miami  Herald  classified  ads  offering  my  1989  truck  for 
sale.  I  listed  the  asking  price  as  S25.000.  On  May  29, 1  received  a  phone  call  from  a  man  who  said  that  he 
read  the  ad  and  would  like  to  see  my  truck.  He  stated  that  he  would  like  to  look  at  it  that  afternoon.  1  gave 
him  my  address  and  he  came  over  alwut  30  minutes  later  1  gave  him  the  kevs  and  we  took  a  ride  around  the 
block.  He  said  that  he  would  buy  the  truck  for  S25,000.  He  opened  the  trunk  of  the  car  he  was  dri\'ing  and 
pulled  out  a  briefcase.  We  went  into  my  house  where  he  took  S25.00()  in  one  hundred  dollar  bills  from  the 
briefcase  to  pay  for  the  truck.  1  was  surjirised  at  being  paid  in  currency,  but  the  man  stated  that  he  wanted  the 
truck  today  and  knew  that  it  would  take  time  for  a  check  to  clear  the  bank,  so  he  brought  cash.  1  gave  him  the 
ownership  papers  for  the  truck.  1  said  thanks  for  buying  the  truck  and  gave  him  my  business  card  requesting 
that  he  give  iiie  a  call  if  he  needed  any  travel  planning.  He  gave  nie  his  business  card  and  said  he  was  in  the 
import-export  business.  Jim  went  to  his  car  and  made  a  telephone  call  and  a  couple  of  minutes  later  two  guys 
an  ived  and  one  drove  Ji.m  s  car  while  Jim  drove  the  truck  away.  I  have  not  seen  or  heard  from  Jim  since  that 
(lay.  On  todays  date.  1  gave  Special  Agent  John  Jones  a  copy  of  the  truck  registration,  serial  number 
1 1 7394.5.  that  I  sold  to  Jim  Dealer  on  May  29.  1990.  and  the  business  card  I  received  from  Jim  Dealer  on  that 
same  date.  I  have  received  a  receipt  for  both  of  these  items  from  Special  Agent  Jones. 

I  have  read  the  foregoing  statement  consisting  of  1  page(s).  and  have  signed  it.  I  fully  understand  this  state- 
ment and  it  is  true,  accurate,  and  complete  to  the  best  oi'niy  knowledge  and  belief. 

I  made  this  statement  freely  and  voluntarily  without  any  threats  or  rewards,  or  promises  of  reward  having  been 
made  tji-me  in  return  for  it. 

(Signatnre  of  affiant) 

Subscribed  and  sworn  to  inc  before  this  29tli 
.lay  of    July     .  Vm. 
at    Miami.  Florida 


(Signature  ofv^nncss.  if  any) 


n.  —  r-^ 
(JOiJ 


ERIC 


The  affidavit,  like  the  memorandum  and  the  question  and 
answer  statement,  has  advantages  and  disadvantages  to  its  use. 
Prior  to  using  an  affidavit,  the  items  listed  below  should  be  con- 
sidered. 


Advantages  ond  Disodvontoges  of  an  Affidovit 
Advantages 

Presen-es  probable  testimony 

Frequently  used  in  retjuirinj; 
testimony  from: 

Hostile  witnesses 

W  itnesses  wlu)  have 

changed  allegiance 

May  be  used  as  grounds  to 
impeach  witness 

I'suallv  is  easier  to  write  than 
other  types 

Valuable  in  developing  an 
investigation 

\lav  be  written  or  typed  and 
prepared  on  the  spot 

\lav  be  concise  and  brief 


Disadvantages 

Does  not  reflect  questions  asked 

May  contain  non-related  information 
if  prepared  by  affiant 

May  not  contain  all  pertinent 
information  when  prepared  by  affiant 

May  not  be  well  written  or 
clear  if  prepared  by  affiant 


Sworn  Statement 

A  sworn  slateiiienl  is.  in  a  general  sense,  a  declaration  of  mailers 
of  lacl.  Il  may  be  prepared  in  any  form  and  should  be  signed  and 
(laled  bv  llic  person  preparing  il.  A  sworn  slalemeiil  lias  the  same 
judicial  bearing  as  an  alTulavil.  The  investigator  taking  the  slale- 
meiit  administers  an  oatli  prior  to  the  witness  signing  the  statement. 
The  following  is  an  example  of  an  oath  that  can  be  administered: 


Do  \ou  (name  of  person  giving  statement)  solemnly  swear 
that  everything  contained  in  this  statement  is  true  and 
correct. 

Mechanical  Recordings 

A  mechanical  recording  device  may  be  used  to  record  statements 
when  a  stenographer  is  not  readily  available —  if  all  parties  to  the 
conversation  consent.  A  recording  device  also  may  be  used  in 
conjunction  with  a  stenographer,  when  necessar)',  again  provided 
that  all  parties  consent.  When  mechanical  recording  devices  are 
used,  the  following  guidelines  are  suggested: 

•  Identify,  on  tape,  the  individuals  engaged  in  the  conversa- 
tion, any  other  persons  present,  and  the  time,  date,  and  location 

•  hnmediately  after  the  original  has  been  made,  make  a  copy 
of  the  tape  for  use  in  transcribing  the  conversation.  If  the  record- 
ing was  made  durinji  an  underciover  operation,  seal  and  store  the 
original  after  a  transcribed  copy  has  been  made 

•  Keep  a  written  record  of  the  tapes  custodians  and  storage 
arrangements  from  the  time  it  was  recorded  to  the  time  it  is  sub- 
mitted as  evidence 

•  When  tape  recordings  are  going  to  be  used  in  taking  a  con- 
fession, advise  the  suspect  of  his  or  her  rights  and  have  the  sus- 
pect state  at  the  start  of  the  tape  recording  that  he  or  she  is  aware 
that  a  recording  is  being  made 

•  Off  the  record  discussions  between  the  investigator  and  the 
suspect  should  not  be  permitted  during  a  recorded  interA'iew  and 
should  be  kept  to  a  minimum  during  a  recctrded  inter\'iew  with 
anyone  else 

Form  Utter 

A  form  letter  can  be  used  t(»  recpiesi  infcninalion  of  a  similar 
nature  from  several  third  parties.  An  example  of  a  form  letter  is 
founfl  cm  the  next  page. 


Sofflplt  Fonii  letttr 


Prosecuting  Attoniey's  Ofiiie 
Glynn  County 

300  South  Main  Street.  4th  Moor 
Brunswic  k.  GA  31523 
Telephone:  (912)555-5982 


June  4,  1992 


Ms.  Miehelle  Tallniadgc 
HUB  Street 
Glynco.  GA  31320 

Dear  Ms.  Tallniadge. 

This  office  is  coruiiicting  an  investigation  coiiccniing  Rosemary  W'esthury  for  the  years  1989.  1990.  and  1991 
Ms.  Westhury  is  a  coqiorate  officer  of  Massey  TB,  Inc.  She  is  also  the  tmstee  for  Massey  TB  Trust.  We  have 
reviewed  the  hank  records  of  Massey  TH.  Inc.  and  Massey  TB  Trust.  \\c  found  several  checks  made  payalile 
to  you.  Please  answer  the  questions  helow  which  relate  to  the  checks  we  found.  We  have  included  copies  of 
the  checks  for  \our  review. 

Should  you  have  any  questions,  please  call  investigator  Dennis  S.  Paul  at  the  telephone  numher  listed  aliovc. 

1.  Did  vou  receive  checks  numher  1 .521.  1571.  1681,  19.52.  1991? 

2.  Did  you  endorse  these  checks';' 

3.  Please  explain  win  these  checks  were  deposited  into  Massey  TB  Trust's  hank  account. 


4.  We  would  like  to  talk  to  you  about  these  checks.  Please  call  u>.  or  provide  your  daytime  tcle|)hone  numher 
so  we  can  schedule  an  appointuienl. 


Grand  Jury  IVanuript 

A  complete  grand  jury  transcript  will  contain  the  questions, 
answers,  and  statements  made  by  each  participant  before  the 
grand  jur>.  This  transcript  can  be  used  as  basis  for  a  charge  of 
perjun  if  the  witness  gives  false  information  before  the  grand  jun,-. 


The  Art  of  Interviewing 

Through  practice,  an  investigator  can  improve  his  or  her  inter\  iew 
skills.  But,  equally  important  is  practicing  the  art  of  critical  self- 
analysis  when  dealing  with  others.  This  starts  by  stripping  away 
the  prejudices  and  other  self-imposed  barriers  to  impartiality  that 
surface  when  communicating  with  people.  It  continues  by  learn- 
ing to  converse  in  different  styles  of  language.  Interviewing  a  col- 
lege graduate  and  a  fifth  grade  drop-out  require  different 
communication  skills.  How  something  is  said  is  just  as  important 
as  what  is  said.  Ever\'one  communicates  through  speech  patterns 
and  non-spoken  behavior  patterns.  Witnesses  sense  the  presence 
of  the  investigator's  questions,  not  only  with  their  ears,  but  by 
watching  his  or  her  gestures,  making  or  avoiding  eye  contact,  and 
feeling  the  stress  in  the  room. 

The  inteniew  process  should  flow  naturally.  The  investigator 
should  enter  into  the  interview  with  general  questions  in  mind. 
After  the  fhst  question  is  asked,  the  investigator  assumes  a  new 
role —  the  listener.  Contingent  upon  what  is  heard  the  investiga- 
tor leads  the  inter\  iew  toward  the  next  question  and  then  listens. 
This  asking  and  listening  process,  controlled  by  the  investigator, 
continues  until  the  objectives  of  the  interview  have  been 
achieved. 

A  successful  inler\  iewer  has  empathy  for  others.  No  one  likes 
the  thought  of  appearing  foolish.  Many  witnesses  are  actually  vic- 
tims of  fraudulent  actions  committed  against  them  by  the  subject 
of  the  investigation  and  are  embarrassed  about  being  victimized. 
For  example,  businesses  victimized  by  insiders  are  often  reluc- 
tant to  let  the  public  know  tluit  they  were  vulnerable  to  fraud.  A 
business  mav  have  more  than  money  at  stake.  It  becomes  a  matter 
of  confidence  and  prestige  in  the  public  or  industry's  eye.  An 


investigator  who  can  become  sensitive  to  a  witness's  situation 
quickly  improves  his  or  her  interviewing  techniques. 


Summary 


The  goal  of  an  investigator  is  to  conduct  each  inten'iew  in  such  a 
manner  as  to  gather  all  available  information  and  documents  per- 
taining to  the  investigation  and  then  make  a  pennanent  record  of 
each  witness's  testimony  for  further  reference. 

The  planning  phase  of  the  interview  process  is  the  foundation 
of  an  interview.  Poor  planning  will  have  the  same  effect  on  an 
interview  as  a  weak  foundation  has  on  a  building.  Proper  plan- 
ning enhances  the  probability  of  a  successful  interview.  A  suc- 
cessful interview  can  create  a  cooperative  witness  who  can 
breathe  life  into  financial  records.  It  could  also  provide  additional 
leads  for  the  investigator  to  solve  the  case. 

Once  the  investigator  has  decided  on  who,  when,  where,  and 
how  to  interview  the  witness,  the  investigator  should  prepare  a 
topical  outline  of  the  questions  to  be  asked.  Just  as  planning  is 
the  foundation  of  the  interview  process,  the  opening  of  an  inter- 
view sets  its  tone.  The  body  of  the  interview  is  the  fact  finding 
part  of  the  process.  The  closing  summarizes  the  key  facts  and  pro- 
vides an  opportunity  for  the  witness  and  the  investigator  to  agree 
with  the  summation. 

The  medium  used  to  record  an  interview  should  be  reflective 
of  the  significance  of  the  witness  and  the  information  and  records 
{)r()vided  by  the  witness. 

Interviewing  is  a  skill  that  c-an  be  developed  and  improved 
upon  through  practice.  Few  skills  are  as  important  to  the  financial 
investigator  as  the  ability  to  talk  to  people  and  successfully  gather 
infomiation  from  them. 


r  ■ 
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Questions  and  Exercises 


Answer  the  following  questions  and  then  check  your  responses 
with  tliose  provided  on  pages  at  the  back  of  the  hook. 


1.  How  does  an  interv  iew  differ  from  an  interrogation? 


2.  How  do  questions  asked  in  a  financial  interview  differ  from 
those  asked  in  other  types  of  investigative  interviews? 


3.  What  are  some  things  an  investigator  should  consider  when 
planning  financial  inten'iews  during  the  course  of  an  investigation? 


4.  Identify  and  descrihc  the  three  methods  of  (jucstioning  that 
can  he  used  in  a  financial  inten  iew. 


r,  -  '•  - 


5.  Why  is  the  introduction  critical  to  a  successful  intei-view? 


6.  How  can  an  investigator  gain  the  cooperation  of  a  hesitant 
witness? 


7.  Explain  the  following  statement: 

The  interview  process  is  more  than  just  asking  questions  and 
writing  down  responses. 


8.  What  is  wrong  with  the  following  question? 

He  didn't  have  anyone  with  him  when  he  came  into  the  bank  did 
he.  hut  if  he  did,  do  you  remember  if  the  person  was  male  or 
female  and  can  you  give  a  description  of  the  person? 


9.  What  is  the  last  question  an  investigator  should  ask  during  an 
inten'iew? 


10.  You  are  preparing  to  record  an  interview  and  you  can't 
decide  which  method  of  recordation  to  use.  You  are  torn  between 
the  memorandum  and  the  question  and  answer  statement. 
Describe  the  pros  and  cons  of  each. 


11.  W  hat  advantages  are  tluT(>  to  having  a  witni-ss  compose  and 
write  his  or  her  own  affiilavit? 


1  Cal  W.  Downs.  G.  Paul  Smeyak.  and  Ernest  Martin. 
Professional  Interviewing,  (New  York:  Harper  and  Row- 
Publishers,  1980),  p.  5 

2  Joseph  T.  Wells.  Steve  Albrecht.  Jack  Bologna.  Gilbert 
Geis.  and  Jack  Robertson.  Fraud  Examiner's  Manual, 
(National  Association  of  Certified  Fraud  Examiners.  1989). 
Section  1.  p.  15 

3  Fraud  Examiners  Manual,  Section  1.  p.  14 

4  Fraud  Examiner's  Manual,  Section  1.  p.  7 

5  Fraud  Examiner's  Manual,  Section  11.  pp.  15.  16 

6  Format  for  examples  adopted  from  Fraud  Examiner's  Manual, 
Section  1.  pp.  20  -  23 

7  Fraud  Examiner's  Manual.  Section  I.  [).  31 

8  Fraud  Examiner's  Manual.  Section  1.  p.  2.3.  24 


CHAPTER 


Investigative  Tecbillqi^s 

---  ■■•"-^■iM-  n  the  previous  chapter,  we  (hscussed  how  to  plan 
'  ■  and  c  onduct  a  financial  inter\  iew.  The  financial 
■  interv  iew,  if  properly  done,  is  a  verj'  valuahle  tool 
for  the  investigator.  In  this  chapter,  we  will  explore  some  other 
investigative  techniques.  We  will  begin  with  a  discussion  of  the 
search  warrant  for  financial  records:  what  it  is,  how  it  differs  from 
a  "general"  search  wairant.  and  how  one  is  issued  to  an  investiga- 
tor. We  will  then  exjilore  the  underc()ver  operation,  surveillance, 
the  use  of  informants,  recovering  information  from  trash,  gather- 
ing information  from  a  sus|)ect  s  mail,  and  retrieving  evidence 
from  a  computer.  We  will  look  at  how  document  examiners  apjily 
forensic  science  techniques  to  aid  in  investigations.  The  chapter 
concludes  with  an  examination  of  a  tool  called  "link  analysis." 
After  studying  ChajUer  10,  you  should  he  able  to: 

•  State  the  im|)oi1ance  of  obtaining  a  valid  search  warrant. 

•  Describe  the  terms  "|)r()hal)le  cause"  and  "curtilage." 

•  State  the  purpose  of  an  affidavit. 

•  hist  and  describe  the  types  of  information  re(|uired  in  an 
affidavit  for  a  search  warrant  for  financial  information. 

•  hist  the  objectives  of  undercover  o|)erations. 

•  hist  the  objectives  of  surveillance. 

•  Describe  the  different  types  of  suneillance. 

•  Describe  bow  informants  conlribule  to  an  investigation. 


•  State  why  recovering  evidence  from  a  suspect's  trash,  read- 
ing the  covers  of  a  suspect's  mail,  and  retrieving  evidence  from  a 
computer  are  valuable  investigative  techniques. 

•  List  and  describe  the  types  of  analyses  a  document  exam- 
iner can  perform. 

•  Use  link  analysis  to  show  relationships  in  an  investigation. 

Persons  involved  in  criminal  activities  do  not  flaunt  their 
indiscretions  in  the  faces  of  law  enforcement  officers.  They  try  to 
hide  what  they  are  doing.  And  some  of  the  webs  criminals  weave 
are  very  complex.  Because  of  this,  investigators  rely  on  certain 
investigative  techniques  to  help  them  gather  information  concern- 
ing criminal  activities.  These  techniques  are  discussed  in  this 
chapter. 


The  Search  Warrant 


"Revenuers"  executing  a  court 
authorized  search  warrant  on 
hootleg  al<'ohol  <luriiig  the 


Special  Agent  Wilson  Taggart  is  working  on  a  narcotics  investi- 
gation where  Tim  Anthony  is  the  prime  suspect.  Taggart 
receives  an  anonymous  letter  indicating  that  David  Anthony, 
Tim's  father,  recently  paid  cash  for  a  new  S23,000  car. 
Wondering  if  Tim  provided  his  father  with  the  money,  Taggart 
decides  to  visit  David  Anthony.  Taggart  goes  to  Mr.  Anthony's 
house,  identifies  himself,  and  says  he'd  like  to  ask  a  few  ques- 
tions about  Tim.  Mr.  Anthony  lets  him  in.  Taggart  asks  if  it  is 
alright  for  him  to  take  a  look  around  and,  even  though  Mr. 
Anthony  says  no.  Taggart  acts  as  if  he  doesn't  hear.  Taggart 
opens  a  briefcase  thai  is  sitting  on  a  desk  and  (iiuls  that  it  con- 
tains S  100.000.  He  asks  Mr.  Anthony  where  he  got  the  money 
but  Mr.  Anthony  just  shrugs  his  shoulders.  Then  Taggart  spies  a 
checkiitg  account  statement  that  indicates  Mr.  Anthony  had  a 
balance  of  SI. 494  less  than  a  month  ago.  Taggart  wants  to  know 
if  Mr.  Anthony  has  other  accounts,  but,  again.  Mr.  Anthony  just 
shrugs  his  shoulders.  "How  did  you  get  823,000  to  pay  for  a 
new  car?"  Taggart  asks.  "None  of  your  business,"  Mr.  Anthony 
replies.  "Now.  get  out  of  here.'*  When  he  leaves.  Taggail  takes 


the  briefcase  full  of  money  and  the  checking  account  statement 
with  him. 

The  scenario  presented  above  is  fictitious,  but  suppose  it 
really  happened.  Will  Special  Agent  Taggart  be  able  to  use  what 
he  collected  as  evidence  against  Tim  Anthony? 

The  answer  is  no.  Taggart  obtained  the  evidence  without  a 
valid  search  warrant.  Mr.  Anthony  was  under  the  assumption  that 
Special  Agent  Taggart  wanted  to  ask  him  a  few  questions  about 
his  son.  When  he  invited  Special  Agent  Taggart  in,  he  had  no  rea- 
son to  believe  that  the  agent  was  going  to  search  the  house.  The 
Fourth  Amendment  to  the  U.S.  Constitution  protects  citizens 
against  actions  such  as  Special  Agent  Taggart's.  The  amendment 
provides  that  the  people  have  the  right  to  be  "...secure  in  their 
persons,  houses,  papers,  and  effects,  against  unreasonable 
searches  and  seizures..."  If  evidence  is  obtained  by  an  unreason- 
able search  and  seizure,  or  in  violation  of  the  privileges  guaran- 
teed by  the  Fourth  Amendment,  the  evidence  will  be  excluded 
from  trial.  Investigators  need  to  be  aware  of  the  importance  of 
obtaining  a  valid  search  warrant.  Othenvise,  critical  evidence  will 
be  ruled  inadmissible. 

What  is  a  Search  Warrant? 

A  SMrch  warrant  is  a  written  order  issued  by  a  judge  or  magis- 
trate. It  describes  the  place  to  be  searched  as  well  as  the  things  to 
be  seized.  Search  warrants  are  usually  issued  for  the  search  of  a 
premise,  person,  or  vehicle.  Generally,  search  warrants  are  issued 
based  on  evidence  gathered  by  the  investigator  during  the  con- 
duct of  the  investigation.  This  evidence  must  establish  that  a 
crime  has  been  or  will  be  committed. 

A  specialized  fomi  of  search  warrant  is  a  Starch  warrant  for 
financial  rtcordt.  This  specialized  warrant  directs  a  law  enforce- 
ment officer  to  search  for  financial  docunienls  or  records.  If 
Company  XYZ  is  a  suspect  in  a  kickback  investigation,  the  inves- 
tigators probably  will  not  be  interested  in  searching  and  seizing 
office  equipment  and  personnel  files.  However,  they  will  he  inter- 
ested in  obtaining  the  company's  journals,  ledgers,  and  other 
financial  records.  That's  what  a  search  warrant  for  financial 
records  will  allow  them  to  do. 


A  search  wanant  is  usually  prepared  by  the  prosecuting  attor- 
ney before  it  is  submitted  to  a  judge  or  magistrate.  Search  war- 
rants are  usually  required  to  be  executed  during  daytime  hours  on 
a  given  day  and  are  executable  within  a  72  hour  period.  At  the 
completion  of  the  search,  a  detailed  inventory  of  the  items  seized 
is  prepared.  A  copy  of  the  search  warrant  and  the  inventory  are  to 
be  left  at  the  place  searched  or  with  the  person  searched.  The 
investigator  will  then  return  the  warrant  and  the  inventory  to  the 
judge  or  magistrate  who  authorized  the  warrant. 

Probable  Cause 

A  judge  or  magistrate  w  ill  issue  a  search  warrant  only  after  a  find- 
ing uf  probable  cause.  Probable  cause  is  all  the  facts  and  circum- 
stances within  the  knowledge  of  the  investigator  about  a  criminal 
activity  that  can  be  considered  reasonable  and  trustworthy. 

When  developing  probable  cause,  an  investigator  must  keep 
the  following  two  principles  in  mind: 

•  Probable  cause  must  be  current 

•  Probable  cause  must  be  reasonal)le  and  trustworthy  to  a 
degree  sufficient  to  ensure  that  a  reasonable  person  will  believe 
that  a  crime  has  been  or  will  be  committed  and  that  the  evidence 
sought  exists  in  the  place  to  be  searched 

Probable  cause  may  vary  fnmi  investigation  to  investigation  but 
only  in  maltei-s  of  degree.  It  nmst  be  present  and  it  must  be  suffi- 
cient to  enable  an  impartial  judicial  officer  to  issue  the  warrant. 

The  Affidavit 

Judges  or  magistrates  issue  search  warrants  and  do  so  only  after  a 
finding  of  probable  c-ause.  To  convince  a  judge  or  magistrate  that 
probable  cause  exists,  an  investigator  prepares  a  sworn  state- 
tncnt  called  an  affidavit.  In  affidavits,  investigators  summarize 
their  expertise  and  the  information  gathered  during  their  investi- 
gations. The  investigator  who  prepares  an  affidavit  is  called  the 
affiant. 

An  affidavit  for  a  search  warrant  should  (-((ntain  certain  types 
of  infornialion.  Affidavits  for  "general"  search  warrants  and 

n  ■  .  , 


search  warrants  for  financial  records  should  contain  the  following 
types  of  information: 

•  Affiant  s  experience 

•  Detailed  account  of  the  criminal  activity 

•  Description  of  place(s)  to  be  searched 

•  Financial  evidence 

•  Items  to  be  seized 

An  affidavit  for  a  search  warrant  for  financial  records  recjuires 
an  additional  type  of  information:  (ondusions  based  on  the  affi- 
ant's expertise. 

The  following  paragraphs  describe  the  types  of  information  to 
be  included  in  a  search  waiTant  for  financial  records.  An  exani[)le 
of  a  sttUement  reflecting  the  type  of  information  is  also  provided. 

Affiant's  experience 

The  affidavit  should  contain  a  sufficient  amount  of  detail  concern- 
ing the  affiant  s  experience,  training,  and  investigative  backgi-ound. 

/  am  a  Special  Agenf  uitli  the  IRS,  Criminal  Investigation 
Division,  and  have  been  so  employed  since  March,  1977.  I  have 
conducted  or  assisted  in  over  forty  investigations  of  alleged 
criminal  violations  of  IRS  laws:  of  the  distribution  of  drugs 
and  controlled  subst(mces;  and  of  money  laundering.  For  the 
past  2'A  years,  I  have  held  the  position  of  Intelligence  Analyst.  I 
have  been  in  charge  of  the  Divisions  High  Ijcvel  Drug  Leaders 
Project,  Project  JSarcotics  Currency,  and  Project  White  Collar 
Currency.  All  of  these  projects  analyze  information  relative  to 
the  flow  of  drug  proceeds  throughout  the  State  of  Wisconsin. 

Account  of  (riminal  activity 

The  affiant  must  detail  the  illegal  activity  that  has  been  uncov- 
ered during  the  investigation. 

In  January  1992,  jour  FBI  informants  who  have  previously 
provided  reliable  information  reported  that  Tom  Trio  was 
selling  cocaine  in  the  Milwaukee  area.  Two  of  the  informants 
stated  that  Trio  was  selling  cocaine  out  of  his  residence.  One 


informant  reported  that  a  friend  of  his  had  seen  several  trash 
bags  of  currency  in  Trios  house. 

Description  of  pia<e(s)  to  be  seonliod 

The  affiant  must  show  that  the  defendant  exercises  dominion  and 
control  over  the  location(s)  to  be  searched.  To  do  this,  the  affiant 
can  cite  information  contained  in  documentation  such  as  tele- 
phone and  utility  records.  The  affiant  can  also  point  to  surveil- 
lance findings  as  well  as  information  secured  through  interviews 
from  third  parties. 

The  Milwaukee  City  Phone  Directory  lists  Tom  Trio's  address  as 
102  North  West  Street.  Milwaukee,  Wisconsin. 

Finamiai  evid«n<e 

The  affidavit  should  document  major  asset  purchases  and  expen- 
ditures made  by  the  defendant.  It  should  describe  any  acts  ot 
deceit  or  fraudulent  schemes  uncovered,  such  as  the  use  of 
aliases  or  the  existence  of  any  money  laundering  activities.  Tax 
information,  if  available,  should  be  presented  as  financial  evi- 
dence. Generally,  a  court  order  is  needed  before  tax  returns  can 
be  released  to  non-IRS  law  enforcement  personnel  because  of 
confidentiality  laws.  However,  tax  returns  can  be  obtained  from 
non-IRS  sources  such  as  an  ex-spouse,  bookkeeper,  accountant  or 
return  preparer,  or  loan  documents. 

Federal  income  tax  records  reveal  that  Tom  Trio  has  reported  a 
total  income  of  $54,000  during  the  past  two  years. 

Items  to  be  sear<lied/seiied 

An  itemizeil  list  of  specific  property  (documents  and  evidence)  to 
be  searched  for  and  seized  must  be  attached  to  the  affidavit. 

Search  the  residence  located  at  102  North  West  Street. 
Milwaukee.  Wisconsin  and  the  1990  Mercedes  with  VIN  num- 
ber (;IAR2323 for: 

L  .S.  currency 

(ah  (line 

Hooks,  records,  receipts,  notes,  ledgers,  and  other  papers  relating 
to  the  tr(rn.sporfution.  ordering,  sale,  and  distribution  oj  cocaine 


Conclusicis  lMis«d  on  th«  alliant's  Mpcrtise 

As  previously  indicated,  what  distinguishes  the  affidavit  for  a 
search  wanant  for  financial  records  from  the  affidavit  for  a  "gen- 
eral"' search  warrant  is  the  reliance  on  the  affiant's  expertise  to 
establish  that  records  and  other  evidence  will  be  at  specific  loca- 

tiiHlS. 

Based  upon  my  training  and  experience,  and  my  participation 
in  other  investigations  involving  the  distribution  of  cocaine,  I 
know  that: 

a.  drug  traffickers  must  maintain,  on  hand,  large  amounts  of 
U.S.  currency  to  maintain  and  finance  their  ongoing  narcotics 
business 

b.  drug  traffickers  maintain  books,  records,  receipts,  notes, 
ledgers,  and  other  papers  relating  to  the  transportation,  order- 
ing, sale,  and  distribution  of  controlled  substances 


A  sample  affidavit  for  a  search  warrant  for  financial  records  is 
shown  on  pages  270  through  272.  Page  273  contains  the  search 
warrant  issued  as  a  result  of  the  affidavit. 


A  F  F  I  D  A  V  I  T 


STATF  OF  WISCONSIN  ) 


MII.WAL  KFF  COUNTY  ) 


John  Smith,  heinp  first  duly  sworn  on  oath,  here  deposes  and  says: 

1.  I  am  a  Special  Agent  with  the  IRS.  Cilniinal  Investigation  Division,  and  have  been  so  employed  since 
March.  1977.  I  have  conducted  or  assisted  in  over  forty  investigations  of  alleged  criminal  violations 
of  IRS  laws;  of  the  distribution  of  dnigs  and  controlled  substances:  and  of  money  laundering.  For  the 
past  2  1/2  years.  I  have  held  the  position  of  Intelligence  Analyst.  I  have  been  in  charge  of  the 
Divisions  High  Level  Dnig  Leaders  Project.  Project  Narcotics  Currency,  and  Project  White  Collar 
Currcncv.  .All  of  these  projects  analyze  information  relative  to  the  flow  of  dnig  proceeds  throughout 
the  State  of  Wisconsin. 

2.  I  have  attended  and  instructed  in-sen  ice  training  seminars  which  concentrated  on  currency  report- 
ing statutes  (Title  31 .  L.S.C.).  money  laundering  statutes  (Title  18.  U.S.C.  §§  19,56.  1957)  and  dnig 
statutes  (Title  21.  L'.S.C.  §§  84K.  851.  have  conducted  net  worth  and  expenditure  investiga- 
tions and  I  have  planned,  drafted  and  executed  both  financial  and  traditional  search  warrants.  I  have 
been  (|ualifie(l  in  the  U.S.  District  Court  as  an  expert  in  financial  and  money  laiin(l<>ring  investiga- 
ti(ins. 

As  part  of  mv  duties.  I  am  involved  in  the  investigation  of  Tom  Trio  for  cocaine  trafficking  in  violation 
of  Title  21  of  the  United  Stales  (lode.  Special  agents  from  the  Federal  Bureau  of  Investigation  and  the 
Drug  Fnforcement  Administration  and  officers  from  the  City  of  Milwaukee  Police  Department  have 
participated  in  this  investigation.  The  infonnation  iti  this  affidavit  comes  from  m\  own  personal 
inv<>stigation  and  observation,  or  from  the  information  provi(l<>(l  to  me  by  personnel  of  these  other 
agencies. 

L   It)  JanuaiT  1992.  four  FBI  informants  who  ha\c  previously  provided  reliable  information  slated  that 
Tom  Trio  was  selling  cocaine  in  the  Milwaukee  area.  Two  of  the  informants  stated  that  Trio  was  sell- 
ing ( ocaine  out  of  his  residence.  One  informant  reported  that  a  friend  of  his  had  seen  several  trash 
bags  of  currency  in  Trio's  house. 

5.    The  Milwaukee  City  Phone  Directoi-y  lists  Tom  Trios  address  as  102  North  West  Street.  Milwaukee. 
\\  isconsin. 

().    Real  Fstate  records  ai  the  (lounly  ('.ourlbou.se  in  Milwaukee.  \\  isconsin  --how  that  on  August  12. 
1991.  Tom  Trio  purchased  the  residence  at  102  North  West  Street  from  John  Jakes  for  SfhLOOO.  No 
mortgage  documents  have  been  located  for  the  properly. 

7.  In  an  interview  with  John  Jake-,  he  stated  that  Trio  attempted  to  pay  cash  at  the  time  of  settlement. 
Jakes  refused  to  ac(  <'pl  payment  in  cash  and  Trio  sub.s<'(|uently  provided  him  with  eight  S8.(MH) 
cashier's  checks. 

8.  Tom  Trio  is  employed  b\  Penders  and  A.s.sociate.s.  Inc.  This  is  his  only  place  of  employ  nicnt. 


9.  hn-al  incotne  tax  records  reveal  that  Tom  Trio  has  reported  a  total  inc-ome  of  S54.000  (luring  tlie  past 
two  years. 

10.  On  FehruaiT  6.  1992.  1  collected  and  went  through  the  trash  left  for  garbage  collection  at  102  North 
West  Street.  The  garbage  included  hills  addressed  to  Tom  Trio  of  that  address.  M  &  1  Bank 
envelopes.  12  money  wrappers  marked  for  S2,000  each,  and  the  title  to  a  1990  Merc'des  with  VIN 
number  Gl  AB2.323.  The  garbage  also  contained  freezer  paper  cut  into  small  s(]uares.  Special  ,\gent 
Thomas  (iore  of  the  Drug  Knforcement  .Administration  told  me  that  such  paper  is  comniotdy  used  to 
wrap  1  ounce  quantities  of  co<  aine.  The  garbage  also  included  three  large  plastic'  garbage  bags  thai 
contained  fiberglass  cartons.  Special  Agent  Gore  told  me  that  cartons  of  that  size  and  type  commonly 
contain  kilograms  of  cocaine.  The  inside  of  the  packages  had  ■  powdery  residue  whic  h  Special  Agent 
(iore  tested  for  the  presence  of  cocaine.  The  test  was  positive. 

1 1 .  Doc  umentation  from  the  dealership  where  Tom  Trio  bought  the  1990  Mercedes  shows  that  he  paid 
S27.(M)()  in  cash  for  the  car. 

12.  Between  Kebruarv  16  and  February  21.  1992.  one  of  the  previously  mentioned  itifornumts  purchaM'd 
cocaine  from  Tom  Trio  three  times.  Kach  bii\  was  a  controlled  buy.  All  three  buys  took  place  at  Trio's 
house.  Each  time,  the  sidislance  purchased  was  tested  for  the  presence  of  cocaine.  Kach  time,  the 
substance  testeil  positive. 

i;{.  Based  upon  my  training  and  experience,  and  my  participation  in  other  investigations  involving  the 
distribution  of  cocaine.  I  know  that: 

a.  drug  traffickers  nmst  maintain,  on  hand,  large  amounts  of  U.S.  currency  to  maintain  and  finance 
their  ongoing  narcotics  business: 

b.  drug  traflickers  maintain  books,  records,  receipts,  notes,  ledgers,  and  other  papers  relating  to  the 
transportation,  ordering,  sale,  and  distribution  of  controlled  substances: 

c.  the  aforementioned  books,  records,  receipts,  notes,  ledgers,  etc..  are  cotnmoiiK  maintained  where 
drug  traffickers  have  ready  access  to  them.  i.e..  homes,  offices,  automobile^: 

d.  it  is  common  for  drug  traffickers  to  bide  contraband,  procvcds  from  drug  sales,  and  records  ol  drug 
transactions  in  secure  locations  for  ready  access: 

e.  cocaine  traffickers  usually  keep  paraphernalia  lor  packaging,  cutting,  weighing,  and  distributing 
cocaine: 

I.    the  courts  have  recognized  that  iniexplained  wealth  is  probative  evidence  of  ciiincs  motixaled  by 
greed.  |>articularly  trafficking  in  controlled  substances. 
I  \.  Based  on  the  information  contained  herein,  and  my  experience  and  training.  1  have  probable  cause  to 
believe  that  TotnTrio  is  involved  in  cocaine  trafficking  in  \i()lation  of  Title  21  I  .S.(!.   §  8BI  (B).  The 
locations  to  III-  searched  and  property  to  be  seized  are  ii\cliided  on  the  attachment  to  this  affidavit. 


Attachment 

Search  the  residence  located  at  102  North  Viest  Street.  Milwaukee.  Wisconsin  and  the  1990  Mercedes 
with  VIN  nuMd>erGlAB2323f(.r: 

L'.S.  currency 

Cocaine 

Drug  [laraphemaiia-  for  packaging,  cutting,  weighing,  and  distributing  cocaine,  including,  hut  not 
limited  to.  scales,  freezer  paper,  and  spoons 

Books,  records,  receipts,  notes,  ledgers,  and  other  papers  relating  to  the  transportation,  ordering, 
sale,  and  distribution  of  cocaine 

Books,  records,  receipts,  bank  statements  and  records,  money  drafts,  letters  of  credit,  passbooks, 
bank  checks,  and  other  items  evidencing  the  obtaining,  secreting,  transfer,  and  concealment  of 
assets  and  the  obtaining,  secreting,  transfer,  concealment,  and  expenditure  of  money 
Income  tax  returns 


ERIC 


UNITED  STATES  DISTRICT  COURT 
EASTERN  DISTRICT  OF  WISCONSIN 
AT  LAW  AND  IN  ADMIRALTY 


I MTED  STATKS  OF  AMKRICA. 


Plaintiff. 


Vianant  No.  1 


SEARCH  WARRANT 

(21  I'.S.C.  §881  m 


Tlumia.-i  Trio 


K):  ANY  DEPUTY  U  NITED  STATES  MARSH.AL  OR  OTHER  FEDERAL  OFFICER 

An  affidavit  has  ht-en  iiiaiie  iH'forc  riii'  by  Special  .Agent  John  Srnitli  of  the  L  riiteil  State.s  Internal 
Uevetiue  Sen  iee  that  he  lias  rea.-ion  to  believe  that  Tom  Trio  of  102  North  West  Street.  Milwaukee 
W  isconsin  is  involved  in  cocaine  traffickinf;  in  violation  of  Title  21  L'.S.C.  §  881  (B).  Special  Agent 
Smith's  affidavit  further  states  that  he  has  reason  to  believe  that  evidence  needed  to  su|)|)ort  such  a  claim 
is  located  at  the  residence  of  102  North  West  Street.  1  am  satisfied  that  there  are  sufficient  fact-^  and  cir- 
cumstances to  sup|)ort  the  |)robal)le  cause  standard  lo  believe  that  the  items  listed  on  the  attachment  to 
this  warrant  are  currently  located  at  102  North  West  Street  in  Milwaukee.  \\  ix  oiisiii.  and  that  grounds 
exist  for  the  issuance  of  this  seizure  warrant  as  stated  in  the  sup(iortiiig  Affidavit. 

Ol  WW.  IlKUKBV  COMM  ANDKl)  to  proceed  to  102  North  West  Street  to  .M-i/e  the  items  li.-ited 
or  described  on  tlie  attachment  lo  this  warrant  within  a  |)eriod  of  three  days.  sei\ing  this  warrant  and 
seizing  this  property  during  daytime  hours  8:00  a.m.  to  ,5:00  p.m..  leaving  a  cojiy  of  this  warrant.  |)iei)ar- 
ing  a  written  inventory  of  all  the  projierty  seized,  and  |)n)mptly  returning  this  warrant  and  bringing  the 
invenlon  before  this  court  as  re(|uire(l  by  law  within  ten  days  after  seizure. 

Dated  at  Milv\aukee.  W  i.Mon^in.  this  ^da\  of  March.  1W2, 


I  niled  States  Magistrate 


ERIC 


Undercover  Operations 

Operation  ABSCAM  was  an  investigation  into  corruption  among 
U.S.  government  officials.  Over  the  course  of  a  year  and  a  half,  FBI 
undercover  agents  approached  public  officials  thought  to  be 
involved  in  political  corruption  and  told  them  thai  oil-rich  Arab 
sheiks  would  offer  money  in  exchange  for  political  favors.  The 
agents  met  with  the  public  figures  and  paid  out  considerable  sums 
in  cash.  Several  public  officials  were  indicted  and  convicted. 

In  August  1989,  46  traders  from  the  Chicago  Mercantile 
Exchange  and  the  Chicago  Board  of  Trade  were  indicted  on 
charges  ranging  from  defrauding  customers  to  tax  evasion  to  rack- 
eteering. The  charges  were  the  result  of  a  two-year  undercover 
operation  that  put  wired  FBI  undercover  agents  in  the  trading  pits 
at  the  two  exchanges. 

In  March  1991,  law  enforcement  agents  raided  three 
University  of  Virginia  fraternity  houses  and  arrested  12  students 
for  selling  drugs  to  undercover  agents.  The  raids  catne  after  more 
than  six  months  of  investigation  by  federal  and  state  officials.  The 
investigation  involved  undercover  purchases  of  designer  drugs, 
LSD,  cocaine,  and  marijuana. 

What  is  an  Undercover  Operation? 

The  undercover  operation  is  something  we  hear  about  all  the 
time.  In  an  undercover  operation,  law  enforcement  officers  or  pri- 
vate individuals  assume  an  identity  other  than  their  own  for  the 
purpose  of  gathering  information  relating  to  criminal  violations. 

Undercover  operations  require  the  highest  degree  of  skill  and 
planning  to  be  successful.  Used  in  a  timely  manner  and  with 
great  care,  the  undercover  operation  can  bring  results  to  investi- 
gations that  caimot  be  achieved  in  any  other  way.  Used  in  the 
wrong  way  or  handled  poorly,  these  operations  can  lead  to  death, 
iujun.  serious  financial  liability,  and  agency  embarrassment.' 

An  undercover  operation  is  frequently  the  only  investigative 
technique  that  can  be  used  effectively  against  well-organized 
criminal  groups  or  sophisticated  criminal  activities.  Through  the 
Use  of  disguise  and  deceit,  infonnalion  is  gathered  directly  from 
those  involved  in  the  criminal  offense.  Take,  for  example,  the 
undercover  activities  of  Joe  Pislone,  Pislone  was  an  undercover 


agent  who  infiltrated  the  Bonnano  and  Columbo  crime  families, 
posing  for  five  years  (1976-1981)  as  jewel  thief  Donnie  Brasco. 
Pistone  was  instmmental  in  gaining  more  than  100  federal  con- 
victions against  organized  crime  members.-' 

Undercover  activities  can  last  a  long  or  short  period  of  time. 
As  was  just  indicated,  Joe  Pistone  was  undercover  for  five  years. 
The  length  of  the  undercover  operation  is  contingent  on  the 
amount  of  information  necessary  to  develop  a  picture  of  the 
alleged  criminal  activity.  Situations  involving  organized  crime  fig- 
ures and  sophisticated  financial  crime  networks  dictate  lengthy 
undercover  operations. 

At  the  other  extreme  are  short-term  undercover  operations 
called  stings.  The  previously  described  <lrug  raid  at  the 
L  niversity  of  Virginia  is  an  example  of  a  sting  operation. 

Objectives  of  Undercover  Operations 

L  ndercover  operations  are  accepted  by  the  courts  as  a  legitimate 
function  of  public  and  private  law  enforcement  personnel,  pro- 
vided that  the  undercover  operation  is  conducted  in  those  situa- 
tions where  sufficient  probable  cause  exists  to  believe  that  a 
crime  lias  been  or  is  being  committed.  Entrapment  issues  make  it 
essential  to  establish  that  the  suspect  has  a  pre-disposition  or 
prior  intent  to  commit  the  crime.  The  only  factor  the  government 
provides  is  the  opportunity  for  the  susf)ect  to  connnit  the  offense. 

The  coiirts  will  not  allow  covert  operations  to  be  conducted  as 
law  enforcement  "fishing  exi)editions."  Undercover  operations 
should  be  based  on  a  written  plan  that  details  time  frames  and 
specific  objectives.  Specific  objectives  of  an  undercover  operation 
may  include:' 

•  Observing  and  attending  planning  sessions  for  future  \  iola- 
tions 

•  Identifying  unknown  violators  and  developing  infi)miati()n 
related  to  violations  cunently  in  process 

•  Purchasing  contraband  (i.e..  drugs,  firearms,  counterfeit 
currency) 

•  Identif  ying  the  fniits  of  a  crime  (illegal  proceeds  and  profits) 


•  Developing  information  related  to  past  crimes  or  criminal 
activities 

•  l-ocating  contraband  or  weapons 

•  Locating  violation  sites 

•  Identifying  co-conspirators  and/or  key  witnesses 

•  Obtaining  probable  cause  for  search  and  arrest  warrants 

•  Checking  the  reliability  of  infonnants 

•  Corroborating  a  witness'  statements  and  testimony 

•  Gathering  information  and  documents  relative  to  the  crimi- 
nal investigation 

•  Obtaining  infonnation  and  leads  to  purchases  and  expendi- 
tures 


Surveillance 

Jonathan  J.  Pollard  was  a  civilian  analyst  for  the  L.S.  Naval 
Intelligence  Center  in  Suitland,  Maryland.  In  November  1985, 
Pollard's  supen  isor,  Jeriy  Agee.  began  suspecting  that  Pollard 
was  taking  classified  documents  from  his  workplace  and  provid- 
ing them  to  a  foreign  government.  Agee  shared  his  suspicions 
with  a  senior  naval  intelligence  officer.  The  Naval  Investigative 
Senice  and  the  FBI  agreed  to  investigate.  As  the  investigation 
progressed,  the  agents  determined  that  Pollard  was  providing 
classified  information  to  a  foreign  government.  They  just  did  not 
know  which  one. 

Eventually  the  investigators  discovered  that  Pollard  was  pro- 
viding the  classified  information  to  Israel.  How  did  they  deter- 
mine this?  They  placed  a  round-the-clock  surveillance  on 
Pollard. 

On  November  21,  1985,  Pollard  and  his  wife  decided  to  make 
a  run  for  it  even  though  they  knew  that  were  going  to  be  followed. 
Pollard  felt  sure  he  could  shake  the  suneillance  as  he  and  his 


wife  drove  in  circles  around  Washington,  DC.  Several  unmarked 
FBI  cars  were  involved  in  the  surveillance —  one  car  would  pick 
up  the  tail  then  drop  it  when  another  car  became  involved.  Would 
the  Pollards  lead  them  to  the  foreign  government  involved  in  the 
espionage  ring?  Yes.  The  Pollards  revealed  the  government  they 
were  providing  classified  information  to  when  they  pulled  up  to 
the  Israeli  embassv.' 


Sunc illaiu'e  vans  assist  invcsti- 
palors  while cotuluclinp  moviiif!. 
stationan.-  and  electronic  sur- 
veillance. Some  suneillance 
vehicles  conlain  hidden  cam- 
eras, micnipliones,  in'^laniatic 
cameras  that  zoom  in  on  license 
plates  and  two-way  radios  to 
comnninicale  with  a  command 
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What  is  Surveillance? 

Survcilianc*  is  the  secretive  and  continuous  observation  of  persons, 
places  and  things  to  obtain  information  concerning  the  identity  and 
activity  of  individuals  suspected  of  violating  criminal  laws.  Like 
undercover  operations,  surveillance  provides  a  means  to  obtain 
infonnation  and  evidence  which  probably  would  not  be  available  by 
any  other  means.  It  is  a  technique  that  requires  experience,  team- 
work, and  know  ledge  of  the  "thing"  to  be  surveilled. 

Private  citizens  who  form  neighborhood  watch  groups  use  sur- 
veillance to  gather  information.  So  do  private  companies  that 
employ  security  cameras.  Countries  use  intelligence  agencies  to 
set  up  surveillance  operations  that  are  a  matter  of  national  secu- 
rity. Even  criminals  perform  surveillance  on  their  suspects  before 
committing  crimes. 

Objectives  of  Surveillance 

The  objectives  of  a  surveillance  are  to: 

•  Obtain  evidence  of  a  crime 

•  Obtain  probable  cause  for  search  and  arrest  wanants 

•  Identify  co-conspirators  and  associates  of  the  suspects 

•  Apprehend  violators  during  the  commission  of  a  crime 

•  Develop  investigative  l»*ads 

•  Provide  protection  and  conoboration  for  undercover  officers 

•  U)cale  pers(ms  and  things 

•  (iathcr  intelligence 


Types  of  Surveillance 

Various  tvpes  of  surveillance  activities  are  utilized  by  law 
enforcement.  They  can  he  classified  as  follows: 

•  Stationar\- 

•  Moving 

•  F^lectronic 

Stationary 

Stationary  suneillance  is  where  neither  the  suspect  or  the  agent 
maintaining  the  suneillance  are  mobile.  Sitting  in  an  unmarked 
car  and  watching  someone's  home  or  office  is  an  example  of  sta- 
tionaiT  suneillanc  e.  A  common  term  for  stationan*-  suneillance  is 
Stakeout.  The  suneillance  on  Jonathan  Pollard  began  as  a  stake- 
out. But  when  Pollard  and  his  wife  decided  to  make  a  run  for  it. 
the  surveillance  requirements  changed.  A  moving  surveillance 
was  needed. 

Moving 

A  moving  suneillance  is  one  where  the  suspect  does  not  remain 
in  one  position.  Following  a  suspect  in  an  automobile  is  an  exam- 
ple of  a  moving  suneillance.  hollowing  a  suspect  on  foot  or  in  a 
boat,  or  watching  a  car  from  an  airplane  also  would  be  considered 
moving  suneillances. 

The  risk  of  detection  is  higher  in  a  moving  suneillance  than 
it  is  in  a  stakeout.  Also,  a  moving  suneillance  consumes  signifi- 
cantly more  manpower.  In  the  instance  of  following  an  automo- 
bile, a  minimum  of  three  cars  with  radio  contact  would  be 
lU'cessarv.  In  most  investigative  situations,  surveillance  tech- 
ni(iues  mandate  that  it  is  better  to  lose  the  suspect  than  compro- 
mise the  surveillance. 

Eltctronic 

The  FBI  agents  who  went  undercover  as  traders  in  the  pits  at  the 
Chicago  Mercantile  Kxchange  and  the  (ihicago  Board  of  Trade 
secretly  tape  recorded  hundreds  of  incriminating  conversations. 

To  make  sure  they  would  not  lose  touch  with  the  I'ollards  dur- 
ing a  moving  surveillance,  the  FBI  planted  an  electronic  tracking 
device  inside  the  bumper  of  the  Pollards  car. 
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In  each  of  the  incidents  above,  electronic  devices  were  used 
to  assist  law  enforcement  officers  in  obtaining  evidence  against 
their  suspects.  Used  in  a  secretive  manner,  electronic  surveil- 
lance can  be  of  tremendous  assistance  to  an  investigation,  but  it 
must  be  used  with  care.  Some  devices  available  for  use  may 
require  court  orders. 

In  the  trading  pit  incident,  at  least  one  of  the  people  involved 
in  the  taped  conversations  knew  the  conversations  were  being 
recorded.  This  is  called  consMSUol  monitoring.  At  the  federal 
level,  such  monitorings  are  Constitutional  and  statutorily  permis- 
sible: however,  this  irvestigative  technique  is  subject  to  careful 
regulation  in  order  to  avoid  any  abuse  or  any  unwarranted  inva- 
sion of  privacy.  At  the  state  level,  some  states  have  made  consen- 
sual monitoring  illegal.  Therefore,  it  is  important  for  an 
investigator  to  know  the  legal  precedents  in  the  state  where  an 
investigation  occurs. 

Today  s  sophisticated  electronic  monitoring  devices  can  be 
concealed  in  virtually  anything.  Briefcases,  light  fixtures,  and  jog- 
ging suits  can  be  used  to  conceal  microphones  and  tape  recrording 
devices.  Pen  registers  (telephone  number  recording  devices)  can 
be  activated  by  the  change  in  voltage  and  used  to  record  the  luim- 
bers  dialed  on  outgoing  calls.  Other  electronic  devices  can  make 
a  record  of  the  incoming  telephone  calls  to  a  suspect  s  luiniber. 


Informants 

Larn  Bullock  was  an  Illinois  State  Hepreseiitative  who  dreamed 
of  becoming  Chicago's  first  black  mayor.  His  district  encom- 
passed McCormick  Place  pApositioii  Hall,  a  place  that  would 
play  an  active  role  in  the  1992  World's  Fair  if  Chicago  was 
selected  as  the  host  city. 

By  law.  a  certain  percentage  of  all  [)ublic  construction  pn)- 
jccts  had  to  be  awarded  to  minority  business  enleqmses  (MBK). 
Kngene  Blackmon  was  an  Mi^K  general  contractor  and  be  was 
experiencing  difficulty  in  getting  his  money  from  another  general 
contractor  to  pay  his  sub-c«mtractors.  Blackmon  approached 
Bullock  to  enlist  his  aid  in  securing  bis  money.  Bullock  saiti  he 
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could  help  -  for  a  price!  Bullock  also  promised  Blackmoii  that  he 
would  play  a  prominent  role  in  the  awarding  of  the  World's  Fair 
contracts. 

Blackmon  did  not  have  the  money  to  pay  Bullock.  But  he  was 
desperate  to  get  his  money,  so  one  Friday  afternoon  he  went  to  the 
Office  of  the  U.S.  Attorney  and  told  them  about  his  encounter 
with  Bullock.  The  government  and  Blackmon  reached  an  agree- 
ment where  Blackmon  would  become  an  informant  and  would 
meet  with  Bullock  to  discuss  fixing  contracts  and  other  matters  in 
political  corruption.  In  return,  the  government  would  give 
Blackmon  money  to  "pay"  Bullock  so  that  his  contract  money 
would  be  released. 

Over  the  next  few  weeks.  Blackmon  had  a  series  of  meetings 
with  Bullock  and  paid  him  thousands  of  dollars  of  FBI  money. 
Blackmon  wore  a  concealed  recording  device  to  the  first  meeting 
hut  something  went  wrong  with  the  equipment  and,  instead  of 
recorded  conversations,  all  the  FBI  got  was  a  mess  of  spaghetti 
tape  because. the  tape  had  come  off  the  spool.  At  all  subsequent 
meetings.  Blackmon  wore  a  recording  device  and  had  a  transmit- 
ting device  concealed  in  his  briefcase. 

Toward  the  end  of  the  investigation.  Bullock  and  his  attorney 
were  invited  to  the  U.S.  Attorneys  Office  and  were  treated  to 
selected  portions  of  the  recorded  conversations.  The  government 
offered  Bullock  the  opportunity  to  cooperate  with  them  in  investi- 
gating political  coiTuption.  Bullock  refuses,  choosing  rather  to  go 
to  trial.  After  a  long  trial,  during  which  Blackmon  spent  a  week 
on  the  stand  testifying.  Bullock  was  found  guilty  of  a  multitude  of 
offenses.  He  was  sentenced  to  six  years  in  prison. 

What  is  an  Informant? 

In  the  case  described  above,  it  is  important  to  note  that  the  role  of 
the  infoniuint  was  key  in  carrying  out  the  investigation.  An  infor* 
mant  is  a  [jerson  who  has  specific  knowledge  of  a  criminal  event 
and  provides  that  information  to  a  law  enforcement  officer. 

The  development  of  an  informant  to  provide  confidential 
information  is  a  legitimate  function  of  investigators.  If  properly 
developed,  infonuants  can  greatly  enhance  an  investigation. 

Many  criminal  cases  have  originated  from  informant  informa- 


tion.  Others  have  been  successfully  completed  only  because  an 
informant  supplied  information  that  would  have  otherwise  been 
unknown.  Take,  for  example,  the  case  against  Al  Capone.  Capone 
was  one  of  the  United  States'  most  notorious  gangsters.  You'd 
think  that  when  he  eventually  went  to  prison  he  would  have  gone 
for  murder  or  racketeering.  No,  Al  Capone  was  brought  down  by  a 
mild-mannered  tax  investigator  from  the  IRS.  This  investigator 
was  able  to  build  a  case  against  Capone  when  one  of  Capone's 
associates  told  IRS  agents  where  they  could  seize  books  reflecting 
Capone's  income.' 

Perhaps  the  most  common  reason  infonnants  supply  informa- 
tion is  because  they  themselves  are  involved  in  the  criminal 
offense  and  by  furnishing  information  on  the  suspect  they  can  dif- 
fuse suspicion  from  their  own  activities.  Particularly  when  look- 
ing at  jail  time,  individuals  are  willing  to  become  informants  in 
order  to  get  a  reduced  sentence  based  on  their  cooperation. 

Many  informants  are  motivated  by  revenge.  They  sense  that 
ihev've  been  wronged  or  taken  advantage  of  by  the  suspect  and 
want  to  get  even.  For  example,  in  the  case  of  drug  dealing,  an 
informant  may  furnish  information  on  the  suspect  because  the 
suspect  is  a  "business"  competitor.  Other  informants  feel  a  social 
responsibility  to  provide  law  enforcement  their  knowledge  of  any 
criminal  wrongdoing.  It  is  critical  that  the  investigator  be  able  to 
determine  why  the  informant  is  cooperating  and  to  use  that  infor- 
mation to  properlv  assess  how  the  infonnant  and  information  jmo- 
vidcd  should  be  handled. 

Informants  can  be  used  in  suneillaiices.  consensual  monitor- 
ings.  and  as  participants  in  undercover  operations.  Control  is  a 
kev  element  in  dealing  with  an  informant.  Informants  should  take 
directions  from  the  investigator,  not  the  other  way  around. 
Without  control,  not  only  is  the  investigation  in  jeojjardy,  but  the 
investigator  could  be  at  risk.  If  informants  are  willing  to  violate  a 
basic  tenet  of  our  culture  and  infonn  on  someone  dose  to  them, 
consider  how  quickly  the\  would  be  willing  to  blackmail  agents  if 
ihey  can  discover  some  wrongdoing. 

Informants  can  be  powerful  tools  in  a  financial  investigation. 
However,  all  informant  information  should  be  corroborated 
through  independent  verification  to  ensure  its  accuracy. 


Evidence  Recovered  from  Trash 


An  informant  tells  an  investigator  that  Billy  Greenwood  is  dealing 
drugs.  The  investigator  watches 

Greenwood's  home  and  ohserves  a  number  of  cars  making 
hrief  nighttime  stops  at  the  house.  Based  on  the  informant's  infor- 
mation and  the  surveillance,  the  investigator  asks  the  garbage 
collector  for  the  plastic  garbage  bags  in  front  of  Greenwood's 
house.  While  sifting  through  the  garbage,  the  police  uncover 
drug-related  paraphernalia,  straws  containing  cocaine  residue, 
and  phone  bills  listing  calls  to  people  with  dnig  records.  Based  on 
this  evidence,  the  investigators  obtain  a  warrant  to  search  the 
house  and  find  cocaine  and  hashish.  They  aiTCst  Greenwood.  Can 
the  evidence  the  investigators  collected  from  the  trash  be  used 
against  Greenwood  at  trial? 

Yes.  In  May  1988,  the  Supreme  Court  ruled  that  poli(;e  may 
freely  runmiage  through  ordinary  household  trash  left  at  a  curb- 
side  without  obtaining  a  search  warrant."  This  decision  evolved 
from  the  incident  described  above. 

Investigators  often  find  that  picking  up  a  suspect's  garbage  is 
a  useful  tool  for  identifying  leads.  People  often  dispose  of  impor- 
tant documents  and  information  pertaining  to  their  criminal  activ- 
ities when  they  throw  out  their  trash.  Once  the  trash  leaves  the 
suspect's  possession,  they  no  longer  have  a  reasonable  expecta- 
tion of  privacy  in  the  contents  of  their  trash.  However,  the  investi- 
gator must  be  care-ful  not  to  violate  the  suspect's  iurlilog*. 
Curtilage  usually,  but  not  always,  refers  to  the  area  inside  the 
boundan'  of  a  person's  residence  or  business  location,  which  has 
been  marked  off  by  any  number  of  man-made  or  naturally  occur- 
ring devices.  These  boundary  lines  include  fences,  sidewalks, 
tree  lines,  and  rows  of  shrubbery.  Inside  this  area,  a  [lerson  has  a 
reasonable  expectation  of  privacy  based  on  the  Fourth 
Amendment  to  the  Constitution. 
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Reading  Mail  Covers 


Since  letters,  packages,  and  other  documents  travel  through  the 
U.S.  and  other  mail  delivery  ser\'ices.  a  person  cannot  attach  a 
reasonable  expectation  of  privacy  to  the  outside  of  the  mail  itself. 
Therefore,  an  investigator,  in  conjunction  with  the  U.S.  Postal 
Service,  can  make  a  record  of  the  outside  of  any  mail.  Return 
addresses  and  postmark  information  can  provide  an  excellent 
source  of  financial  leads  (i.e.  names  of  banks,  credit  card  compa- 
nies, etc). 


Forensic  Science 


Timothy  Wilson  Spencer  was  suspected  of  murdering  a  number  of 
women  in  Richmond  and  Arlington,  Virginia.  Police  had  reason  to 
suspect  Spencer  but  had  no  confession,  no  witnesses,  and  a  lim- 
ited amount  of  physical  evidence.  Then  it  was  found  that 
Spencer's  DNA  perfectly  matched  that  from  semen  found  at  three 
of  the  murder  scenes.  The  likelihood  that  someone  else  could 
have  produced  all  three  matching  patterns  was  1  in  135  million. 
Subsequently,  Spencer  was  found  guilty  on  four  counts  of  murder 
and  sentenced  to  death." 

Genetic  fingerprinting  played  a  crucial  role  in  the  case 
against  Spencer.  Genetic  fingerprinting  is  a  technique  used  in. 
forensic  science.  Forensic  science  is  the  applic-ation  of  scientific- 
techniques  to  legal  matters,  in  particular  to  investigations  of  crim- 
inal activities.  The  formsic  S<i«n<«S  have  been  utilized  in  the 
investigation  of  violent  crimes  for  centuries.  Traditional  tech- 
niques such  as  fingerjirint  identification,  ballistics  classifications, 
and  drug,  blood,  and  urine  analyses  have  served  the  purposes  of 
law  enforcement  successfully  in  the  past. 

Not  all  criminal  cases  evolve  around  forensic  evidence  like 
fingerprint  identification  and  ballistics  classification.  Sometimes 
evidence  comes  from  the  fi)rensic  analysis  of  documents  involved 
in  the  crime.  Take,  for  example,  the  I  jndbergh  kidnapping  case. 
On  March  I,  1932.  2()-iiionth  old  Gharlcs  A.  I  Jndbergh.  Jr.  was 
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kidnapped.  A  ransom  note  left  ai  the  scene  of  the  crime  read: 

Have  fifty  thousand  dollars  ready,  25,000  in  twenty-dollar 
bills  15,000  in  ten-dollar  hills,  and  10,000  in  five-dollar  bills. 
In  4-5  days  we  will  inform  you  where  to  deliver  the  money.  We 
warn  you  for  making  anything  public  of  for  notify  the  police. 
The  child  Ls  in  gut  care.  Indication  for  all  letter  are  signature 
and  three  holes. 

On  May  12,  1932  the  child's  body  was  found  in  some  woods  a 
few  miles  from  the  Lindbergh  mansion.  It  wasn't  until  September, 
193.5  that  a  person  was  charged  with  the  kidnapping  and  murder 
of  the  Lindbergh  baby.  On  January  2,  1935  Bruno  Richard 
Hauptmann  went  to  trial.  Since  the  ransom  note  was  a  key  piece 
of  evidence,  the  prosecution  needed  to  show  that  Hauptmann 
wrote  the  note.  They  obtained  other  samples  of  his  handwriting 
and  compared  them  to  the  ransom  note.  Handwriting  experts  took 
the  stand  and  stated  that  Hauptmann's  handwriting  and  that  of  the 
ransom  note  were  one  and  the  same.  This  crucial  testimony 
helped  convict  Hauptmann." 

What  is  a  Questioned  Document? 

Since  the  end  product  of  financial  investigation  is  documentary 
evidence,  scientific  examination  of  documents  by  a  qualified 
expert  can  be  an  important  aspect  of  the  investigation.  Besides 
verifying  a  person's  handwriting,  a  document  examiner  can  ana- 
lyze checks,  kidnapping  and  hold-up  notes,  hate  letters,  wills, 
contracts,  birth/death/marriage  certificates,  passports  or  any  other 
document  to  determine  if  they  have  been  forged,  erased,  or 
changed  in  any  way. 

Document  examiners  are  called  into  an  investigation  when  a 
questioned  document  is  involved.  A  questioned  document  is  a 
document  that  has  been  questioned  in  whole  or  in  part  with 
respect  to  its  authenticity,  origin,  or  contents.  For  example,  a  sus- 
pect denies  that  she  signed  a  check  used  to  make  a  bribe  pay- 
ment. Or  (lousin  Jane  accuses  Cousin  Larry  of  altering  liiicle 
Charlie's  w  ill  so  that  Lariy  receives  the  bulk  of  Charlie's  estate. 
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Types  of  Forensic  Analyses 

Document  examiners  can  perform  many  types  of  analyses  on  a 
document.  The  following  types  of  forensic  analyses  are  discussed 
in  this  section: 

•  Handwriting  analysis 

•  Typewriter  analysis 

•  Alteration  analysis 

•  Ink  analysis 

•  Paper  analysis 

•  Document  restoration 

Handwriting  Analysis 

Over  the  years,  an  imlivitluars  brain,  arms,  and  fingers  create 
a  pattern  of  handwriting.  Everyone's  handwriting  possesses  "nor- 
mal" or  "natural"  variations.  But  the  basic  pattern  does  not 
change.  When  analyzing  handwriting,  the  document  examiner  has 
the  suspect  submit  an  txtntplar,  a  sample  to  be  used  in  compari- 
son to  the  questioned  document.  The  document  examiner  deter- 
mines the  range  of  variation  in  a  person's  handwriting  from  the 
exemplar  and  compares  that  handwriting  to  the  questioned  docu- 
ment. The  document  examiner  can  detennine  if  the  writmg  on  the 
questioned  document  falls  within  the  individual's  "normal"  or 
"natural"  range. 

Typewriting  Analysis 

Kver\  typewriter  is  unique.  F^ac-h  one  types  differently  from  even 
other  one  hec-ause  typewriters  de\elop  individual  characteristics 
during  the  manufacturing  process  and  through  use.  Kxaminers 
attempt  to  determine  a  document's  type  style  and  esca|)ement 
(pica,  elite,  or  |)roporti()nal)  to  establish  the  make  and  model  of  the 
lv|)ewrilcr  that  created  it.  Also,  the  examiner  attempts  to  find  hori- 
zontal and  vertical  misalignment  of  characters,  which  if  signifi- 
cant, is  considered  to  be  an  identifying  characteristic.  Kxamincrs 
also  search  for  any  ly|)clacc  delects  or  damaged  letl»'rs. 


TIk'  ink  (  (mipoiit-iils  ill  viiricius 
l\pcs  of  v\riliiiii  iiislniiiii'iils  caii 
ifiicl  (lirifri'iilly  1(1  inliarcd 
liflliliii};.  l)i^M)l^(•(l  ink  i^l(•^l(•(l 
In  ^p<lllin^  it  onto  a  itiiii  iauTcil 
cliionialcifiiiipln  plalc  which  i^ 
placcii  iiilci  a  soIm'mI  lank. 


Aittration  Analysis 

Document  examiners  can  determine  if  a  document  has  been 
altered.  They  look  for  additions  (inserts  between  lines,  addition  of 
a  word,  sentence,  or  paragraph  to  a  document)  and  deletions  ((Ma- 
sures  or  obliterations).  Utilizing  infrared  and  ultraviolet  viewing 
technitjues  antl  photography,  alterations  unseen  by  the  naked  eye 
become  apparent.  By  looking  through  a  microscope,  a  document 
examiner  can  determine  if  information  was  erased  by  determining 
if  paper  fibers  were  disturbed  due  to  abrasive  action. 

Sophisticated  chemical  deletions  such  as  whit(^-ont  oblitera- 
tions or  ink  over-writes  can  be  examined  through  infrared  reflec- 
tants. 

Interlineation,  the  addition  of  a  word,  sentence  or  an  entire 
paragraph  to  a  document  can  be  detected  because  it  is  nearly 
impossible  to  peifectly  realign  paper  in  a  typewriter  once  a  docu- 
ment has  been  removed.  The  examiner  can  detect  the  misalign- 
ment of  the  added  information  by  the  use  of  typewriting  test 
plates. 

Ink  Analysis 

The  ink  on  a  questioned  document  can  be  examined  through  the 
use  of  scientific  tcchnicjues.  One  ink  can  be  differentiated  from 
another  bv  microscopy,  infrared  reflectants.  transmission,  flores- 
cence, and  thin  layer  spectro-chromatography.  Inks  are  identified 
and  dat(Ml  by  their  chemical  properties.  Kven  pencil  writing  can 
be  dated  within  50  years  based  on  cad)()n  methods. 

Paper  Analysis 

Paper  can  be  identified  by  cbaracteristics  such  as  dimensions, 
texture,  thickness,  color  and  opacity.  Higher  grades  of  paper  have 
uatemiarks  that  identify  both  the  brand  of  paper  and  its  manufac- 
turer. Some  papers  are  coded  by  the  manufacturer  to  show  the 
year  of  make. 

Documtnt  Rtstoration 

It  is  possible  to  restore  a  document  that  has  been  torn,  nmtilated. 
or  even  burned.  Through  scientific  processing,  some  documents 
that  have  been  partially  destroyed  can  be  pieced  together  and 
used  for  investigative  purposes. 

In  this  age  of  desktop  publishing,  a  new  type  of  forger\  lias 
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come  about  -  desktop  loiger\.  Witli  a  seamier,  computer,  and  laser 
printer,  desktop  forgers  can  re-create  almost  anything:  checks, 
invoices.  et(;.  While  some  of  the  forensic  analysis  techniques 
described  above  can  be  applied  to  desktop  forgery,  new  tech- 
niques will  evolve. 


Evidence  Recovered  from  Computers 

Recent  law  enforcement  reports  suggest  that  -  just  as  legitimate 
business  managers  have  found  computers  indispensable  in  con- 
ducting business  -  organized  criminals,  drug  dealers,  and  even 
child  pornographers  increasingly  depend  on  computer  transac- 
tions." The  computer  is  a  powerful  tool  in  today  s  business  society, 
providing  access  to  many  sen  ices  and  programs.  Computers  also 
can  provide  evidence  of  criminal  activity.  A  computer  could  con- 
tain a  drug  dealers  database,  the  daily  operations  of  a  prostitution 
ring,  or  a  pornographer's  mailing  list.  I^hysical  evidence  including 
handwritten  notes.  piint(;uti-.  manuals,  sales  invoices,  pho- 
tographs, and  fnigerprints  may  also  Ix  foinid  in  the  area  ol  the 
computer. 


Link  Analysis 

Link  analysis  is  a  tcchni(|ne  for  evaluating,  integrating,  and  pre- 
senting complex  information  by  taking  bits  of  information  col- 
lected from  various  soinces  and  putting  them  together  to  show 
patterns  and  meanings.  It  provides  a  graphic  pictinc  of  associa- 
tions and  relationships  among  various  of  persons  and  organi/.a- 
tions.  l,ink  analysis  is  ideally  suited  for  showing  the  associations 
among  identifiers  such  as: 

•  Telepbone  numbers 

•  \ebiele  license  plates 

•  Aireraft/boat/veliiele  registration  nmnbers 


•  Property  ownership 

•  Financial  transactions 

For  the  investigator,  link  analysis  converts  written  informa- 
tion into  a  graphic  summary  called  an  association  matrix.  The 
association  matrix  is  converted  into  a  link  diagram  which 
graphically  depicts  relationships  among  people,  organizations, 
and  activities.  Look  at  how  an  association  simplifies  the  follow- 
ing relationships: 

Smith  is  the  vice  president  of  the  ABC  Corporation  and 
President  of  DEF  Corporation,  a  subsidiary  of  ABC.  DEF  is  a 
general  partner  in  two  limited  partnerships.  Jones  and  Green 
are  limited  partners  in  the  first  partnership,  Brown  and  Black 
are  limited  partners  in  the  second  partnership.  Black  is  also  a 
general  partner  in  a  third  partnership.,  Smith  may  have  an 
interest  in  the  first  partnership. 


Link  networking  can  also  be  used  to  identify  the  direction  and 
frequency  of  telephone  traffic  between  suspect  parties.  The  num- 
bers inside  the  small  circles  indicate  the  number  of  calls  made  to 
particular  telephone  numbers. 


Link  networking  offers  the  investigator  the  ability  to  simplify 
and  synthesize  the  relationships  and  suspected  relationships  of 
people  in  organizations  involved  in  a  criminal  activity.  This  tech- 
nique can  be  used  to  present  material  during  the  investigative 
process  or  at  any  legal  |)roceedings  that  may  occur  subsequent  to 
the  investigation. 


Summary 


An  investigator's  success  or  failure  is  often  determined  by  the 
investigative  techniques  used.  "'Proving  a  financial  crime" 
requires  evidence  of  guilt  beyond  a  reasonable  doubt.  This  often 
can  be  achieved  only  through  the  use  of  specialized  techniques. 
With  the  continuing  growth  and  sophistication  of  financial  crimes, 
knowing  what  investigative  means  are  available  and  how  to  apply 
them  is  the  trademark  of  a  successful  financial  investigator. 
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Questions  and  Exercises 


Answer  the  following  questions  then  check  your  responses  with 
those  provided  at  the  back  of  the  book. 


1.  Why  is  it  important  that  an  investigator  obtain  a  search  war- 
rant prior  to  searching  a  suspect's  residence  or  place  of  business? 


2.  What  is  probable  cause  and  how  does  an  investigator  show 
that  probable  cause  exists? 


3.  What  six  types  of  information  should  be  included  in  an  affi- 
davit for  a  search  warrant  for  financial  information?  After  you 
have  listed  the  six.  place  an  *  beside  the  type  of  information  that 
is  not  required  in  an  affidavit  for  a  "general"  search  warrant. 


a. 


c. 


(1. 


e. 


4.  You  are  developing  an  affidavit  for  a  search  warrant  for  finan- 
cial infonnalion.  You  are  tiying  to  obtain  a  warrant  to  search  John 
Winkler's  residence  at  34  Treniont  Avenue.  Winkler  is  an 
accounting  clerk  suspected  of  embezzling  money  from  the  com- 
pany he  works  for.  In  your  affidavit,  you  include  the  following 
statement: 

While  going  through  the  trash  left  for  garbage  collection  at  34 
Tremont  Avenue,  I  found  an  electric  and  phone  bill  addressed  to 
John  Winkler  of  that  address.  I  also  found  a  bill  from  Haggler's 
Electronic  Store  indicating  that  Winkler  recently  bought  S2,435 
north  of  stereo  and  video  recording  equipment. 

How  does  the  statement  support  your  quest  for  a  search  wanant? 


5.  During  the  execution  of  a  search  warrant,  a  typewritten  con- 
tract between  the  suspect.  Toni  Tuesday,  and  Frank  Friday  is 
seized.  Mr.  Friday  claims  that  the  contrac-t  is  a  fake,  that  it  is  not 
the  contract  his  office  created.  Vi  bat  coukl  a  document  examiner 
conlribute  to  the  investigation? 
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6.  The  University  of  Muckraker's  basketball  team  is  under  inves- 
tigation for  its  suspected  involvement  with  professional  gamblers 
in  a  point-shaving  scandal.  You  have  been  tasked  with  going 
undercover  as  one  of  the  team's  tutors.  What  do  you  suppose  are 
some  of  the  objectives  of  this  undercover  operation? 


7.  During  your  undercover  activities  at  the  University  of 
Muckraker,  you  discover  the  following: 

•  Sam  Roundball  and  Terry  Rebound  are  the  starting  for- 
wards for  the  basketball  team.  They  are  also  roommates  and  live 
in  a  fraternity  house  off  campus. 

•  Roundball's  uncle.  Joe  Bench,  served  time  in  prison. 
Bench  shared  a  cell  with  Jack  Dice.  Dice  was  convicted  of  run- 
ning an  illegal  gambling  operation. 

•  Dice  is  a  season  ticket  holder  for  University  of  Muckraker 
basketball  games.  Dices  son.  Kurt,  attends  the  university.  Kurt 
Dice  lives  in  the  same  fraternity  house  as  Sam  Roundball  and 
Terrv  Rebound. 

•  Jack  and  Kurt  Dice  often  attend  University  of  Muckraker 
basketball  games  together. 

Develop  an  association  matrix  that  depicts  the  relationships 
described  above. 


H.  Mow  might  an  informant  contribute  lo  your  iiucstigation  of  the 
I  nixersitv  of  Muckraker's  basketball  team? 
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CHAPTER 


Money  Laundering  and  Forfeitures 
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ay  'vwk  ill  Cluiplfr  I.  we  dcscrihed  luoiit-y 
lau..ilering  as  "llit'  iiivesliiieni  or  transfer 
of  money  from  rackel-ering.  drug  transac- 
tions, and  other  illegal  sources  into  legitimate  channels  so  that  its 
origiiuil  source  cannot  he  traced."  This  chapter  identifies  methods 
used  to  launder  funds  and  teclini(iues  for  detecting  laundering 
schemes.  Additionally,  the  specific  laws  used  in  prosecuting 
money  latiiidcriiig  crimes  are  detailed.  The  e\  ideiitiaiy  re(|uire- 
meiits  for  successfully  imposing  forfeitures  are  also  discussed  in 
this  chapter.  Koifeiture  actions  are  a  means  to  take  the  profit  out 
of  criminal  activity.  The  knowledge  and  expertise  of  the  linancial 
investigator  is  particularly  suited  to  dealing  with  the  crime  o( 
money  laundering. 

After  studying  (.chapter  1 1.  you  should  he  ahle  to: 

•  Distinguish  hetweeii  the  two  ty[)es  of  transaction  systems. 

•  Describe  three  methods  of  moving  money  from  the  cash 
transaction  system  to  the  husiiiess  transaction  system. 

•  Identify  methods  used  to  move  iium  -y  into  and  out  of  the 
I  iiited  States. 

•  Identify  cliaracterislics  of  husiiiesses  used  as  money  laun- 
dering fronts. 

•  Identify  and  interpret  money  laundering  and  forfeiture 
statutes. 

•  Disliiigiiisli  lietweeii  civil  and  criminal  foifeitiires. 
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The  illicit  drug  business  is 
reportedly  making  S3(K)  liillion 
a  year  in  the  underground  econ- 
(iiny.  riiis  is  iiiiire  than  the 
(Jniss  National  I'rodnil  ol  ihc 
Netherlands.  Tradilional  drug 
interdli-tiiin  methods  lia\en°t 
lieen  effe(  ti\t —  the  enipliasi,-. 
has  U(i\\  switched  to  hitting  drug 
dealers  where  it  really  hurts:  in 
the  wallet. 
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•  Describe  the  factors  that  assist  an  investigator  in  establish- 
ing probable  cause  for  a  forfeiture  proceeding. 

In  1989,  it  was  reported  that  "the  international  trade  in  illicit 
drtigs  may  now  be  worth  S300  billion  a  year.  Most  of  that  cash 
must  be  laundered  before  it  can  be  spent  or  invested.  In  the  past, 
narco-cops  have  spent  most  of  their  time,  resources,  and  energy 
tiying  to  seize  illicit  drugs  and  arrest  drug  traffickers,  many  of 
whom  were  minor  miscreants.  Now  the  attention  has  switched  to 
tracing  flows  of  dirty  money,  arresting  launderers.  and  confisc  at- 
ing  the  assets  of  traffickers."' 

Even  though  the  preceding  quote  focuses  on  drug  trafficking 
and  money  laundering,  it  pretty  much  sums  up  what  this  textbook 
is  all  about.  In  Chapter  1.  you  read  that  an  ovenvhelming  nuijority 
of  crimes  committed  in  America  today  are  motivated  by  money 
and  that  many  of  these  crimes  cannot  be  solved  solely  l)y  the  use 
of  traditional  investigative  techniques.  In  fact,  not  only  are  new 
investigative  teclmicjues  required,  a  whole  new  approach  to  inves- 
tigation is  needed  -  a  financial  approach.  The  (juote  above  con- 
firms all  of  this.  Investigations  are  now  being  geared  to  the 
linancial  as[)ect  of  the  crime. 

This  chapter  deals  with  the  crime  of  money  laundering.  The 
term  ■'money  laundering"  typically  invokes  the  thought  ol  money 
being  f raiis])()i1ed  to  a  foreign  country  and,  through  some  vague 
method,  being  "cleaned  up."  This  clean  cash  is  then  somehow 
secretly  transported  back  to  the  Linited  States  for  use  by  narcotics 
traffickers.  The  truth  is.  money  laundering  can  occur  on  any  street 
corner  or  in  any  bank;  may  not  involve  currency;  and  does  not 
exclusively  relate  to  narcotics  trafficking.  The  growth  of  this 
crime  [)()ses  a  major  challenge  to  law  enforcement  because  money 
laundering  takes  [)lace  in  the  majority  of  rniancial  crimes  commit- 
ted in  America. 

In  a  report  issued  by  the  Presidential  (Commission  on 
Organized  Crime,  money  laundering  was  deliiied  as  "the  process 
by  which  one  conceals  the  existence,  illegal  source,  or  illegal 
ap])lication  of  income  and  then  disguises  that  income  to  make  it 
appear  legitimate."'The  financial  criminal  has  a  need  to  manipu- 
late the  proceeds  generated  from  a  crime  so  that  be  or  she  can  use 
them  for  personal  benelit.  Both  the  embezzling  bank  teller  and 
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the  top  echelon  narcotics  trafficker  need  to  be  able  to  spend  their 
illegal  gains.  And  they  want  to  achieve  their  goal  without  being 
detected  by  law  enforcement.  They  must  launder  their  money. 


Transaction  Systems 

Eveiyone  conducts  financial  transactions.  Activities  such  as  buy- 
ing groceries,  paying  bills,  earn  ing  on  a  business,  and  conduct- 
ing an  illegal  activity  all  involve  financial  transactions.  These 
transactions  are  conducted  either  by  a  cash  system  or  by  what  can 
be  referred  to  as  a  business  system.  The  cash  transaction  system 
is  a  method  of  conducting  all  financial  transactions  exclusively 
through  the  use  of  currency.  The  business  transaction  systom  is  a 
method  of  conducting  transactions  that  generates  a  trail  of  finan- 
cial records  (i.e..  checks,  receipts,  invoices,  deeds,  etc.).  The 
resultant  records  summarize  the  financial  activity  by  reflecting 
specific  sources,  destinations,  participants,  and  dates. 

For  the  financial  criminal  there  are  advantages  and  disadvan- 
tages to  both  systems.  The  table  on  the  next  page  lists  the  advan- 
tages and  disadvantages  of  both  transaction  systems. 

If  it  was  feasible  to  remain  entirely  within  one  system,  partic- 
ularly the  cash  system,  criminals  would  be  afforded  strong  protec- 
tion from  law  enforcement's  detection  and  scrutiny.  However, 
motivations  exist  for  financial  criminals  to  carr>  out  some  of  their 
activities  in  both  systems,  and  virtually  all  move  from  one  system 
to  the  other.  From  an  investigative  viewpoint,  the  movement 
between  systems  is  often  where  the  criminal  is  most  vulnerable. 


Advaatages  and  Disadvantages  of  Transaction  Systems 


Casli  Traiisottion  System 
Advantages 

Kvcryone  can  conic  U|)  wiih  ciirrtMU'v  to 
pav  for  illcpal  goods  and  sen  ices 


Business  Transoction  System 
Advantages 

There  is  greater  efficiency  and  security 
in  the  transfer  of  funds 


Lack  of  records  makes  it  difficult  to  connect 
a  person  with  a  criminal  activit\  or  with 
the  purchase  of  illicit  goods  and  services 

I  nreported  revenues  are  not  taxed 

(Currency  is  inii\crsally  accepted 


Losses  owing  to  employee  theft  are  controllahle 

Other  business  opportunities  are  available  such  as 
legitimate  investments  in  real  estate  and  securities 

A  legitimate  business  is  a  valuable  base  of  operations 
and  source  of  cash  for  criminal  activities 


Ow  nership  of  a  business  permits  acquisition  ol 
community  standing  and  influence  wliicli  provides 
additional  camouflage  for  illegal  operations 


Disadvantages 

In  large  amounts,  cash  is  suspicious  and  calls 
attention  to  those  who  hoard  it 

Lack  of  records  makes  it  difficult  to  prevent 
I  bel  t  by  employes 

Large  amounts  of  cash  arc  difficult  to 
handle  and  transport 

(Certain  assets  cannot  be  ac(|nired  for  cash 
without  an  extensive  iiKjuirv  into  its  source 


Disadvantages 

Taxes  must  be  paid  on  repoitecl  revenues 

Unsiness  records  are  subject  to 
examination  by  authorities 

Kalsilication  of  records  is  a  criminal  act  i"id 
can  lead  to  a  prosecution  even  without 
proof  of  other  criminal  activ  ities 

iVansactiotis  have  a  soiuce  and  dcstinalion 
which  can  lead  to  the  criminal  activitv 


Methods  of  Laundering  Funds 

riicre  arc  three  hasie  methods  used  hy  finaiieial  eriiiiiiuds  to 
ni()\e  their  iHegal  liuids  hom  one  transaetioii  system  to  another. 
These  methods  are: 


•  Legitimate  businesses 

•  Buy/sell  transactions 

•  OlTslioie  havens 

Use  Of  A  Legitimate  Business 

Legitimate  businesses  are  often  used  to  move  money  from  the 
cash  system  into  the  business  transaction  system.  The  proceeds 
from  an  illegal  activity  can  be  laundered  through  a  legitimate 
business  bv  one  or  more  of  the  following  means: 

•  Overstatement  of  legitimate  revenue 

•  Overstatement  of  legitimate  expenses 

•  Deposits  of  currency 

Let's  look  at  bow  Stage  One  Records  and  Videos  moves 
money  between  the  cash  and  business  transaction  systems.  We'll 
also  introduce  some  investigative  strategies  that  can  be  used  to 
detect  money  laundering. 

Stage  One  Records  and  Videos  is  located  in  a  small  metropoli- 
tan shopping  mall.  The  hulk  oj  its  hitsiness  actirity  is  the  sale 
of  records,  tapes,  and  compact  discs.  A  smaller  portion  of  busi- 
ness revenue  is  generated  from  the  rental  of  rideo  tapes.  The 
oiitier.  Greg  \oieml)er.  a  local  narcotics  dealer,  ivorks  part- 
time  iti  the  store  and  has  fnir  full-time  employees  who  arc  not 
aivarc  of  the  his  drug  actirity.  \oremher's  uife.  who  is  aware  of 
the  illegal  actirity.  maintains  the  busincss's  books  and  records. 
Customers  are  encouraged  to  pay  cash  ftr  purchases,  and  when 
they  do.  they  receire  a  IS'Yc  discount. 

Overstatement  of  Legitimate  Revenue 

W  ith  this  method  of  money  laundering,  illegal  proceeds  are  added 
into  the  sales  records  of  a  legitimate  business,  (ireg  November 
employs  this  scheme  at  Stage  One  by  doing  the  following  three 
diiiigs: 

•  Falsifying  Invoices.  November  has  his  staff  compute  die 
159}  cash  discount  on  purchases  at  the  check-out  line  but  has 


them  show  the  full  price  on  the  sales  invoice —  "for  bookkeeping 
purposes."  For  1992,  total  legitimate  cash  sales  as  recorded  on 
invoices  amounted  to  S300,000.  The  15%  cash  discount  reduced 
actual  cash  receipts  by  S45,000,  for  net  cash  receipts  of 
S255.000.  Now  November  can  deposit  S45.000  of  dnig  proceeds 
into  the  businesses  bank  account  to  replace  the  discount  reduc- 
tion. 

•  Generating  phony  invoices.  November  generated  phony 
sales  invoices  and  video  rental  invoices  totaling  S65,000  and 
S32.000,  respectively.  The  creation  of  fictitious  sales  involves  a 
little  more  risk  because  it  requires  completely  fabricating  all  ele- 
ments of  a  sale  rather  than  just  modifying  part  of  a  normal  sale. 
But  apparentlv  for  November  it's  worth  the  risk.  Now  he  can 
deposit  an  additional  S97,000  in  narcotics  proceeds. 

•  Inflating  the  cost  of  goods  sold.  In  1992.  the  actual  cost  of 
goods  sold  was  .S260.0()0.  November  inflated  this  amount  by 
.S28.000  by  copying,  and  then  altering,  purchase  invoices. 

The  income  statement  on  the  next  page  shows  the  affect  of 
November's  money  laundering  activities  on  his  business.  The 
results  of  the  activities  described  above  can  be  seen  in  the  Gross 
Income  figure. 
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Stage  One  Hetords  and  \  ideo 
Income  statement  for  year  ending 
December  .{1.  1W2 


Sales: 
Casli 
Checks 
\  ideo  rentals 


Without 

Money  loundering 


S255.0()() 
120.000 
52.()(K) 


With 

Money  laundering 


S3f)5.(H)0 
120.000 
84.000 


Total  sales 

Cost  ol  gooils  sold 

(»ross  iiiconie 


8427.000 
S2W).()()0 
8167.000 


369.0(M) 
S28H.()(H) 
8281.000 


Kx|)eiises: 

SalariesAvapi's 

Supplies 

K.-iil 

Inleiesl  ex|)ensc 
Teleplioiie 
donsidlanls'  fee^■ 

Total  expenses 


%.()()() 
6.000 
36.000 
12.000 
9.000 
0 

81 59.0(H) 


14k()0() 
10.000 
36.000 
12.000 
9.000 
10.000 

8221.000 


'^  i  t  ineotne 


8H.()(H) 


860.000 


Ovt'lslalemeiil  of  reported  revenue  does  have  one  sigiiificaiil 
disadvaiilafife;  Ix-cause  llie  additional  income  is  o|)en!y  reported, 
tlie  amount  is  laxal)le.  Unless  linancial  criminals  want  to  pay  a 
\i\r^v  portion  (»!"  their  laundered  proceeds  in  taxes,  they  need  to 
(iiid  some  way  to  reduce  their  increased  tax  liability.  They  resolve 
this  problem  by  overstating  their  legitimate  business  expenses. 

Ov«rstat«m«nt  of  Ugitimat*  Exptnsts 

Overstating  business  expenses  compliments  overstating  revenues, 
liecause  indated  expenses,  like  real  expenses,  are  tax  deductible, 
the  additional  tax  liability  caused  by  inflated  revenues  can  be 


reduced  or  eliminated.  Tlie  [)()ssil)ilities  of  overstating  expenses 
are  limited  only  In  one's  imagination.  Amounts  can  he  "paid"  for 
supplies  or  goods  never  received,  fictitious  consultants  can  he 
"paid"  fees,  nonexistent  employees  can  he  "paid"  on  a  regular 
hasis.  and  depreciation  can  he  claimed  on  inflated  or  nonexistent 
assets. 

Bv  reviewing  the  income  statement  on  page  .'501.  you  can  see 
that  (^reg  Novemher  inflated  his  legitimate  business  expenses  in 
1992  hv  862.000.  He  added  two  of  his  narcotics  distrihutors  to 
his  payroll  ledger  and  increased  his  yearly  salan  expenses  hy 
848.000.  By  withholding  taxes  and  issuing  year-end  wage  state- 
ments, he  has  provided  his  distrihutors  with  an  apparent  legiti- 
mate source  of  iiu-ome.  Throughout  the  year.  \\v  overpaid 
suppliers  hv  .84.000  and  then  deposited  their  refund  checks  to  the 
husinesss  hank  account  as  additional  revenue  from  sales.  The 
original  amount  paid  the  supplier  is  recorded  as  an  ex|KMise  and 
the  canceh'd  check  is  used  as  substantiation  of  the  expense. 

A  consultants  fee  of  810.000  is  shown  as  an  expense.  This 
could  he  completely  fictitious —  mayhe  Noveiuher  paid  the 
810.000  to  a  narcotics  confederate  in  his  illegal  activity  or  mayhe 
he  used  the  money  to  purchase  a  personal  asset. 

Oreg  November  manipulated  his  Inisinesss  financial  activi- 
ties bv  o\crstating  both  revenues  and  expenses.  Not  all  money 
lauiiderers  use  both  methods  together.  Some  use  just  one  or  the 
other.  A  narcotics  dealer  who  wishes  to  generate  a  substantial 
amount  of  income  to  support  a  lavish  lifestyle,  may  only  overstate 
revenues.  On  the  other  hand,  a  money  laundering  front  that  hopes 
to  evade  taxes,  would  inflate  only  expenses. 

Deposits  of  Cash 

The  third  means  for  a  legitimate  business  to  launder  monev  is  to 
deposit  cash  proceeds  generated  from  an  illegal  activity  directU 
into  business  bank  aceounts  without  disguising  the  deposits  as 
normal  business  receipts.  This  method  cannot  withstand  the 
scrutiny  of  an  investigator  because  any  cash  that  goes  into  a  busi- 
ness must  come  from  somewhere:  if  not  from  revenues,  ihen  from 
loans,  sales  of  business  a.-<sets.  or  investments  from  the  owners. 

The  deposits  of  cash  method  is  used  mainly  to  take  advantage 
of  the  businesss  bank  accounts  to  transfer  illegal  proceeds  to  the 
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business  transaction  system.  Ciieeks  ran  tiieii  he  written  on  busi- 
ness accounts  for  personal  living  expenses,  and  purcliase  of  per- 
sonal assets,  etc..  thereby  avoicUng;  the  arousal  of  suspicion  tliat 
large  amoiuits  of  currency  wouki  generate. 

Indicators  of  Money  Laundering  Fronts 

As  vou  can  see  from  our  example  involving  Stage  One  Records 
and  \  ideo.  the  use  of  legitimate  enteiiirises  as  fronts  to  conceal 
and  conuningle  illicit  dollars  in  a  money  laundering  operation 
involves  compromising  accounting  procedures.  The  illegal  dollars 
are  rarelv  physically  mixed  with  the  legitimate  business  receipts, 
rather,  the  accounting  records  are  falsified  to  attribute  more 
income  or  more  expenses  to  the  enterjirise  (and  indirectly  to  the 
owners)  than  was  actually  earned  or  incuned. 

Ideallv.  a  money  laundering  store  front  operation  would  be 
one  that: 

•  Deals  primarily  in  currency 

•  Has  relatively  fixed  costs 

•  Is  exempt  from  bank  currency  reporting  retiuirements 

HistoricalK.  taverns,  restaurants,  movie  theaters,  and  mas- 
sage parlors  have  been  used  as  •"front  operations"  in  money  laun- 
dering schemes.  These  tvpes  of  business  operations  provide  a 
ready  location  for  illicit  sales  and  clandestine  nu-etings. 
Depending  on  the  sophisticaUon  and  managerial  talents  of  the 
persons  involved,  almost  any  Inisiness  activity  can  be  used  lor 
monev  laundering.  However,  businesses  that  are  higbK  competi- 
tive or  recpiirc  substantial  technical  skills,  are  less  likely  to 
attract  direct  criminal  involvtMuent.  The  rationale  lor  this  is  that  it 
is  difiicult  to  run  both  a  demanding  business  and  a  demanding 
criminal  organization  at  the  same  time. 

Independent  indicators  can  be  used  to  develop  financial  leads 
when  money  laundering  is  suspected.  For  example,  if  Stage  One 
Uecords  and  Nideo  bad  an  in\enton  of  1(H)  videotapes  and  the 
rental  fee  was  S2  a  day.  then  the  monthly  gross  re\enue  should 
not  exceed  S24.()(K)  (S  100  \  2  x  lU)).  If  the  store  reports  gross 
receipts  of  S.'io.OOO  per  month,  the  investigator  should  deduce 
that  SI  1.000  was  coming  from  elsewhere.  W  hile  small  variations 


do  not  constitute  adequate  proof  of  fraud,  large  scale  fraud  is 
extremely  hard  to  hide  from  this  type  of  analysis. 

The  validity  of  certain  types  of  expense^s  can  he  determined 
through  the  use  of  independent  indicators.  F'or  example,  the 
reported  purchase  of  gasoline  (a  business  expense)  in  amounts 
that  are  enough  to  keep  a  deliver)-  senice  truck  mnning  for  24 
hours  a  day  all  year  long  would  obviously  be  suspect.  The  exis- 
tence of  fictitious  employees  may  be  independently  verified  by 
non-payroll  sources  of  information  (timecards.  union  records, 
unemployment  compensation  payments,  and  tax  withholding 
records).  Investigative  findings  revealing  that  certain  sales  never 
took  place,  employees  on  the  payroll  never  existed,  or  reported 
in\entor\-  items  are  false,  would  provide  strong  indications  of  a 
money  laundering  operation.  For  the  financial  investigator,  detec- 
tion of  money  laundering  is  heavily  dependent  upon  the  quality  of 
documentation.  By  using  independent  indicators  to  test  the  valid- 
ity of  reported  revenue  anil  expenses,  the  extent  of  the  variation 
from  true  business-related  activities  can  be  detennined. 

Buy/Seii  Transaction^ 

Besides  using  legitimate  businesses  as  a  wav  of  moving  money 
into  the  business  transaction  system,  the  manipulated  buy/sell 
transaction  can  accomplish  the  same  thing.  Real  estate  or  other 
types  of  personal  property  transactions  can  be  manipulated  to 
hide  the  flow  of  illegal  proceeds  and  provide  an  apparent  source 
of  legitimate  income  to  the  financial  criminal.  Suppose  you're 
buying  a  house  that  has  a  fair  market  value  of  S2  million.  Vou  and 
the  seller  agree  that  you  will  pay  81  million  dollars  for  the  house 
and  pay  the  balance  paid  off  the  books  (i.e.  in  currency,  drugs).  In 
this  instance,  the  transfer  from  the  cash  transaction  system  to  the 
business  transaction  system  has  been  accomplished  and  monev 
lauiKlcring  has  occuned.  In  principle,  this  type  of  money  laun- 
dering can  be  used  in  any  buv/sell  transaction.  Through  indepen- 
dent appraisals  or  comparative  sales  data,  the  "real  value"  of  a 
transaction  can  be  discovered. 


Off  Shore  Havens 

Countries  in  various  parts  of  the  world  have  legal  and/or  eco- 
nomic climates  exactly  right  for  laundering  of  "dirty  money." 
Historically,  places  such  as  the  Cayman  Islands,  the  Bahamas. 
Switzerland.  Panama  and  the  Netherland  Antilles  have  been  asso- 
ciated with  hidden  bank  accounts,  fictitious  corporations,  and 
monev  laundering.  Even  though  there  have  been  successful  pros- 
ecutions, little  is  known  about  the  actual  operation  of  "laundering 
fac-tories"  in  these  "off  shore"  havens.  Narcotics  traffickers  and 
other  financial  criminals  frequently  use  financial  institutions, 
legitimate  businesses  and/or  front  operations  to  move  the  pro- 
ceeds of  their  illegal  activity  out  of  the  countiy.  Often,  there  is 
virtually  no  way  to  obtain  documentation  of  these  transactions 
once  they  leave  the  United  States.  Accordingly,  in  a  money  laun- 
dering investigation,  it  is  incumbent  upon  the  investigator  to  fol- 
low the  flow  of  funds  as  they  cross  the  border.  The  graphic  on  the 
next  page  highlights  the  common  methods  of  moving  cash  into 
and  out  of  the  countn  during  a  money  laundering  operation.  Each 
of  these  methods  is  discussed  below. 

Methods  of  Moving  Money  Gut  of  the  United  Stotes 

•  Physical  Transportation.  Illegally  obtained  currency  is 
physically  transported  from  the  United  Stales  to  an  oil  shore 
haven  in  a  briefcase,  luggage,  on  a  person,  etc. 

•  Wiro  Transfer.  Illegal  proceeds  are  deposited  into  bank 
accounts  in  the  United  States  in  increments  below  S  10.000.  thus 
avoiding  the  filing  of  a  Currency  Transaction  Report.  After 
deposit,  wire  transfers  arc  sent  from  the  domestic  bank  to  a  bank 
account  in  an  off-shore  countn. 

•  Casllior's  CllOCk.  (kin-ency  is  deposited  into  bank  accounts 
(as  described  above)  and  cashiers  checks  are  purchased.  The 
cashiers  clun  ks  are  either  mailed  or  physically  transported  off 
shore.  Additionally,  cashiers  checks  can  be  directly  purchased  in 
increments  less  than  S10.(M)0. 
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•  Attorneys,  Auountants,  and  Money  Managers.  Currency  is 
given  to  a  party  such  as  an  attonieVi  accountant,  or  money  man- 
ager who  deposits  the  currency  into  his  or  her  tmst  account.  A 
tmst  account  is  a  bank  account  maintained  by  and  under  the  cus- 
tody and  control  of  this  party  which  is  used  for  funds  relating  to 
the  client's  financial  and/or  business  interests.  The  other  party 
then  transfers  (i.e.  wires,  purchases  cashier's  checks,  etc.)  the 
funds  off  shore. 


Kor  money  Uiuiideriug  purposes,  the  term  "(inancial  iiislilu- 
tion"  goes  beyond  banks  and  brokerage  houses.  Individuals  can 
be  financial  institutions.  A  person  who  is  in  the  business  of 
receiving  money  or  negotiating  for  the  movernenl  of  funds,  is  con- 
sidered a  financial  institution.  Accordingly,  attorneys,  accoun- 
laiils.  money  managers,  and  even  couriers  who  assist  in  the 
mo\cnieiil  of  money  can  be  considered  (inancial  institutions.  As  a 
financial  institution,  when  currency  is  moved  in  increments  of 
over  SIO.OOO  by  an  individual,  be  or  she  must  file  the  recpiired 


forms  (Currency  Transaction  Reports,  and  Currency  and  Monetary 
Instrument  Reports)  to  report  the  flow  of  funds. 

•  Brokerage  Accounts.  Currency,  cashier's  checrks  or  ficti- 
tious business  or  personal  checks  are  deposited  into  brokerage 
accounts.  The  subsequent  withdrawals  are  mailed  or  physically 
transported  offshore. 

•  Wire  Services.  Wire  services  (Western  Union,  American 
Kxpress,  etc.)  are  often  used  to  domestically  transfer  funds,  but 
can  be  used  to  move  money  off  shore. 

Western  Union  and  other  "'wire  service"  transfers  are  no 
longer  just  point  to  point  fonvarding  of  funds.  A  "deposit"  can  be 
accessed  bv  the  receiving  party  at  any  tlomestic  or  foreign  office 
of  the  wire  sei-vice.  Additionally,  the  sender  is  not  required  to  pro- 
duce identification  and,  by  the  use  of  passwords  aiid/or  false 
identification,  the  receiver  can  conceal  his/her  Inie  identity.  For 
example: 

A  local  drug  dealer.  Perry  Webster,  needs  to  fonvard  S3(),()()0 
to  a  supplier.  Martin  Sapata.  in  Phoenix.  Arizona.  Webster  goes  to 
a  Western  Union  office,  provides  a  fictitious  name,  and  requests  a 
S7,50()  wire  transfer  to  "Eddy  Tucker"  who  will  use  the  password 
"Ironwood"  as  an  identifier.  Vt'ebsler  goes  to  three  other  Western 
Union  offices  and  repeals  the  procedure  using  different  fictitious 
names  and  passwords  at  each  office.  Sapata  then  goes  to  ibe  four 
different  Western  Union  offices  in  Phoenix,  provides  the  fictitious 
name  and  a[)propriale  identifying  password  for  each  transfer  and 
receives  four  drafts  of  ST.iSOO  each. 

Wire  transfers  can  be  difficult  to  Inice.  or  even  identify,  and 
are  available  internationally. 

Methods  of  Moving  Money  into  tlie  United  States 

•  Fictitious  Loans.  Fictitious  corporations  can  set  up  bank 
accounts  in  a  foreign  countrv.  Checks  are  then  maile-d  back  to  the 
United  Stales  as  loans  from  these  fictitious  companies.  Cashiers 
checks  or  wire  Iraiisfeis  can  also  be  used. 

•  Fictitious  Foreign  Investors.  A  legitimate  business  is 
formed  in  the  United  Slates,  but  ficlilious  "foreign  iiueslors"  are 
used  to  provide  capital  to  '.lie  enlerprise.  Busiiie>s  traiisa«'lion 
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system  payments  (cashiers  checks,  wire  transfers,  and  business 
checks  from  fictitious  companies  or  individuals)  flow  back  into 
the  countr}'. 

•  Finder's  Fees.  Finder's  fees  or  payments  for  ser\ices  ren- 
dered are  generated.  These  false  transactions  may  be  for  locating 
investors  for  foreign  businesses,  negotiating  real  estate  purchases, 
etc. 

•  Corporate  Salaries.  Coiporate  "salaries'*  are  paid  from  fic-- 
titious  off  shore  companies  by  way  of  corporate  checks,  wire 
transfers,  or  cashier's  checks. 

•  Casliier's  Clieclis  and  Wfire  Transfers.  Cashier's  checks  and 
wire  transfers  are  obtained  from  foreign  banks  and  sent  into  the 
countn,'. 

•  Pliysical  Transportation.  Physical  transportation  of  large 
amounts  of  currency  back  into  the  United  States  with  the  appro- 
priate Currency  and  Monetaiy  Instrument  Report  (CMIR)  being 
filed  at  the  border.  This  isolates  the  incoming  c-urrency  from  the 
illegal  activity  that  originally  generatetl  the  currency. 

Combinations  of  any  of  the  before-mentioned  methods,  both 
going  out  and  coming  into  the  countr>'.  are  often  used  in  complex 
money  laundering  operations.  For  example,  once  the  proceeds  are 
in  a  bank  account  in  the  Cayman  Islands,  an  electronic  transfer 
can  be  made  to  a  bank  account  held  under  a  fictitious  name  in 
Panama  hy  the  Panamanian  company  that  controls  the  Cayman 
account.  From  there  a  "loan"  is  made  to  a  shell  coiporation  in  the 
Bahamas,  which  in  turn  "invests"  in  a  real  estate  venture  in  the 
L  nited  States  controlled  by  the  financial  criminal  who  in  fact  gen- 
crated  the  illegal  proceeds.  Investigative  problems  arise  when 
money  laundering  goes  off  shore,  beyond  the  jurisdiction  and 
resources  of  law  enforcement.  The  key  to  delecting  and  resolving 
money  laundering  operations  is  documenting  the  flow  of  money 
prior  to  its  leaving  the  Lnited  Stales. 

Laundered  funds  may  be  left  in  a  foreign  countn  to  l)e  used 
bv  the  criminal  for  foreign  inveslnu-nts.  trips  abroad,  or  the  pur- 
chase of  assets.  A  secondaiT  effect  of  international  money  laun- 
dering occurs  when  the  funds  arc  repatriated.  They  often  come 


back  in  the  form  of  "tax-free"  sources  of  income.  Loans,  gifts  and 
investments  used  to  capitalize  or  start-up  a  business  are  nontax- 
able receipts  and  represent  a  nontaxable  source  of  income  to  the 
alleged  money  launderer. 

The  investigator's  most  valuable  asset  in  a  money  laundering 
investigation  is  information.  Information  is  developed  through 
informants  or  by  the  utilization  of  undercover  and  surveillance 
operations.  Of  particular  importance  is  information  concerning 
the  movement  of  money  through  financial  institutions.  Once  cur- 
rency that  is  generated  from  an  illegal  activity  enters  the  banking 
system,  it  loses  its  identity  and  becomes  inseparable  from  other 
funds  inside  the  bank.  The  transaction  entry  point  (i.e.  the  teller 
window),  is  where  currency  moves  into  the  business  transaction 
system.  It  is  here  that  the  Currency  Transaction  Reports  (Form 

4789)  are  generated  when  more  than  $10,000  in  currency  is 
deposited,  withdrawn,  or  exchanged.  The  information  provided  by 
these  reports  is  used  to  detect  money  laundering  activities. 
Similarly,  Currency  and  Monetary  Instrument  Reports  (Form 

4790)  are  required  to  be  filed  with  the  U.S.  Customs  Sen  ice  when 
more  than  S 10,000  in  currency  or  monetary  instruments  crosses 
an  international  border.  The  failure  to  file  either  of  these  reports 
is  a  criminal  violation  of  the  money  laundering  laws.  Additionally, 
structuring  transactions  in  such  a  way  as  to  avoid  the  $10,000 
benchmark  for  either  the  CTR  or  the  CMIR,  can  be  a  prose- 
cutable offense. 


Money  Laundering  Statutes 

Crimes  involving  money  laundering  made  for  big  headlines  in  the 
198()s  and  continue  to  do  so  in  the  1990h.  Over  the  years,  fed'/ral 
statutes  have  been  developed  for  use  against  those  who  launder 
money  and/or  those  who  assist  them.  Although  the  four  money 
laundering  statutes  were  listed  and  described  in  Chaiiter  2.  it  is 
a|)propriate  that  we  revisit  them  here. 


Title  18  U.S.C.  §  1956.  Laundering  of  Monetary 
Instruments 

Title  18  U.S.C.  §  1956  states  that  it  is  illegal  to: 

•  Conduct  or  attempt  to  c  onduct  a  financial  transaction  if  you 
know  that  the  proceeds  used  in  the  transaction  are  from  an  illegal 
activity 

•  Take  part  in  a  transaction  that  is  designed  to  (lonceal  or 
disguise,  in  any  manner,  the  proceeds  of  an  illegal  activity 

•  Transport,  transmit,  transfer,  (or  attempt  to)  money  into  or 
uut  of  the  United  States  with  the  intent  to  promote  a  specified 
unlawful  ac-tivity  or  knowing  that  the  money  represents  the  pro- 
ceeds of  an  unlawful  activity 

•  Avoid  a  transaction  reporting  requirement  or  condui-t  a 
financial  transaction  involving  property  that  law  enforcement  rep- 
resents to  be  the  proceeds  of  an  unlawful  activity 


§  1956.  laundering  of  ntonatary  instruntsnts 

((i)(I)  Whoever  knowing  that  the  property  inrolred  in  a  financial 
tranMiction  represents  the  proceeds  of  some  form  of  unlaufnl  activ- 
ity, contlucts  or  attempts  to  condnct  such  a  financial  transaction 
which  in  fact  inmlies  the  proceeds  of  specified  unlawful  actirity- 

(/\)(i)  with  the  intent  to  promote  the  carrying  on  of  specified  unlaw- 
ful tictii  ity:  or 

(ii)  with  the  intent  to  engage  in  conduct  constituting  a  violation  of 
section  7201  or  7206  of  the  Internal  Revenue  Code  of  1986:  or 

(H)  knowing  that  the  transaction  is  designed  in  whole  or  in  part  - 

(i)  to  conceal  or  disguise  the  nature,  the  location,  the  sources,  the 
ownership,  or  the  control  of  the  proceeds  of  specified  unlawful  activ- 
ity: or 

fii)  to  avoid  a  transaction  reporting  requirement  under  State  or 
Federal  law.  ... 

shall  he  sentenced  to  a  fine  of  not  more  than  S.'iOO.OOO  or  twice  the 
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value  of  the  property  involved  in  the  transaction,  whichever  is 
greater,  or  imprisonment  for  not  more  than  twenty  years  or,  both. 

(2)  Whoever  transports,  transmits,  or  transfers,  or  attempts  to  trans- 
port, transmit,  or  transfer  a  monetary  instrument  or  funds  from  a 
place  in  the  United  States  to  or  through  a  place  outside  the  United 
States  or  to  a  place  in  the  United  States  from  or  through  a  place 
outside  the  United  States  — 

(A )  with  the  intent  to  promote  the  carrying  on  of  specified  unlawful 
activity;  or 

(B)  knowing  that  the  monetary  instrument  or  fiimk  involved  in  the 
transportation  represent  the  proceeds  of  some  form  of  unlatiful 
activity  and  knowing  that  such  transportation  is  designed  in  whole 
or  in  part — 

(i)  to  conceal  or  disguise  the  nature,  the  location,  the  source,  the 
ownership,  or  the  control  of  the  proceeds  of  specified  unlawful  activ- 
ity; or 

(ii)  to  avoid  a  transaction  reporting  requirement  under  State  or 
Federal  law... 

shall  he  sentenced  to  a  fine  of  S5()(),0()0  or  twice  the  value  of  the 
monetary  instrument  or  funds  involved  in  the  transportation, 
whichever  is  greater,  or  imprisonment  for  not  more  than  twenty 
years,  or  both... 

(.'i)  Whoever,  with  the  intent  — 

(A )  to  promote  the  carrying  on  of  specified  unlawful  activity; 

(H)  to  conceal  or  disguise  the  nature,  location,  source,  ownership, 
or  control  of  property  believed  to  he  the  proceeds  of  specified  unlaw- 
ful activity:  or 

(C)  to  avoid  a  transaction  reporting  recpiirement  under  State  or 
Federal  law,  conducts  or  attempts  to  conduct  a  financial  transac- 
tion involving  property  represented  by  a  law  enforcement  officer  to 
be  the  proceeds  (f  specified  unlauful  activity,  or  property  used  to 
conduct  or  facilitate  specified  unlawful  activity,  shall  be  fined 
under  this  title  or  imprisoned  for  not  more  than  20  years,  or  both. 


Title  18  U.S.C  §  1957.  Engaging  in  Monetary 
Transactions  in  Property  Derived  from  Specified 
Unlowful  Activity 

Title  18  U.S.C.  §  1957  states  that  it  is  unlawful  to  take  part  in,  or 
attempt  to  take  part  in,  monetary-  transactions  involving  crimi- 
nally derived  property  that  is  of  a  value  greater  than  S10,000  and 
is  derived  from  a  specified  unlawful  activity. 


§  1957.  Engaging  in  monttary  transactions  in  property  dorivod 
from  spoiifiod  unlawful  activity 

(a)  Whoever,  in  any  of  the  circumstances  set  forth  in  subsection  (<l), 
knowingly  engages  or  attempts  to  engage  in  a  monetary  transac- 
tion in  criminally  derived  property  that  is  of  a  value  greater  than 
SIO.OOO  and  is  derived  from  specified  unlawful  activity,  shall  be 
punished  as  provided  in  subsection  (b). 

(b)  (  1 )  Except  as  provided  in  fuiragraph  (2).  the  punishment  for  an 
offense  under  this  section  is  a  fine  under  title  18.  United  States 
Code,  or  imprisonment  for  not  more  than  ten  years  or  both. 

rule  31  Ui.C§  5313.  Reports  on  Domestic  Coins  and 
CmrencyTraisactiofis 

Financial  transactions  in  excess  of  SIO.CKX)  nuist  !)e  reported  on  a 
Currency  Transaction  Report  (CTR).  Title  ?>\  I  .S.C.  §  531,3 
requires  that  financial  institutions  file  this  report.  If  a  person 
takes  actions  to  falsely  or  fraudulently  stop  a  financial  institution 
from  filing  the  report  with  the  federal  govennnent,  a  violation  of 
criminal  law  has  occuned. 


§  53 1 3.     Roports  on  Domostic  Coins  and  Curroncy  Ihinsactions 

(a)  When  a  domestic  financial  institution  i.<<  involved  in  a  transac- 
tion for  the  payment,  receipt,  or  transfer  of  Vnited  States  coins  or 
currency  (or  other  monetary  instruments  the  Secretary  of  the 
Treasury  prescribes),  in  an  amount,  denomination,  or  amount  and 
denomination,  or  under  circumstances  the  Secretary  prescribes  by 
regulation,  the  institution  and  any  other  participant  in  the  transac- 
tion the  Secretary  may  prescribe  shall  file  a  report  on  the  transac- 


tion  at  the  time  and  in  the  way  the  Secretary  prescribes.  A  partici- 
pant acting  for  another  person  shall  make  the  report  as  the  agent 
or  bailee  of  the  person  and  identify  the  person  for  whom  the  trans- 
action is  being  made... 

(c)(1)  A  person  (except  a  domestic  financial  institution  designated 
under  subsection  (b)  of  this  section)  required  to  file  a  report  under 
this  section  shall  file  the  report  — 

(A)  with  the  institution  imohed  in  the  transaction  if  the  institution 
u  as  designated; 

(B)  in  the  n  ay  the  Secretary  prescribes  when  the  institution  was  not 
designated:  or 

(C)  with  the  Secretary. 

(2)  The  Secretary  shall  prescribe  — 

(A)  the  filing  procedure  for  a  domestic  financial  institution  desig- 
nated under  subsection  (b)  of  this  section;  and 

(B)  the  way  the  institution  shall  submit  reports  filed  with  it. 

Title  31  U.S.C.  §  5324.  Structuring  Transections  to 
Evode  Reporting  Requirement  Prohibited 

Title  31  L'.S.C.  §  5324  makes  it  unlawful  to  structure  a  single 
cache  of  currency  over  SlO.OOO  into  increments  of  SlO.OOO  or 
less  and  conduct  multiple  transactions  for  the  purpose  of  evading 
the  CTR  reporting  requirements.  The  multiple  transactions  take 
forms  such  as  depositing  money: 

•  Several  times  at  the  same  hank  branch  on  the  same  day 

•  At  different  branches  of  the  same  bank  -m  the  same  day 

•  At  different  banks  on  the  same  day 

•  At  the  same  bank  on  different  days 

•  At  different  banks  on  ilifferent  days 

Note  that  if  the  structuring  occurs  at  the  same  bank  on  the 
same  business  day,  then  the  bank  imist  file  a  C  PR  if  the  bank  has 


knowledge  of  the  multiple  transactions  aggregating  more  than 
SIO.OOO.  If  the  bank  files  a  CTR,  then  the  launderer  may  still  be 
guilty  of  an  attempt. 


§  5324.  Structuring  transactions  to  ovade  reporting  requiroment 
proliibitod 

No  person  shall  for  the  purpose  of  evading  the  reporting  require- 
ments of  section  53I3((i)  with  respect  to  such  transaction  — 

(1 )  cause  or  attempt  to  cause  a  domestic  financial  institution  to  fail 
to  file  a  report  required  under  section  53I3(aj; 

(2)  cause  or  attempt  to  cause  a  domestic  financial  institution  to  file 
a  report  required  under  section  5313(a)  that  contains  a  material 
omission  or  misstatement  of  fact:  or 

(3)  structure  or  assist  in  structuring,  or  attempt  to  structure  or  assist 
in  structuring,  any  transaction  with  one  or  more  domestic  financial 
institutions. 


Asset  Forfeitures 

The  money  criminals  make  from  tlieir  financial  crimes  is  often 
put  toward  tlieir  personal  l)e»iefit.  They  buy  c-ars.  boats,  property, 
c-lothing.  etc.  Fortunately  for  law  enforcement,  new  and  stronger 
laws  provide  the  means  to  divest  criminals  of  their  illegal  gains. 
This  means  is  commonly  referred  to  as  "forWturo."  A  forfeiture 
is  a  legal  proceeding  that  the  (rovernment  initiates  against  the 
proceeds  of  an  illegal  activity.  The  term  "procoods"  is  a  flexible 
term  that  appears  in  many  areas  of  the  law  and  in  virtually  even 
context,  the  term  means  '"whatever  is  received  when  an  object  is 
sold,  exchanged,  or  othenvise  disposed  of."  It  does  not  necessar- 
ily mean  just  money.  Kach  time  proceeds  are  disposed  of  and 
exchanged  for  other  property,  the  newly-ac(iuire(l  property 
becomes  proceeds.  In  a  sense,  proceeds  is  a  status  that  attaches 
to  any  property  substituted  for  what  was  originally  exchanged. 


Criminal  and  Civil  Forfeitures 

In  Chapter  2,  you  read  that  law  can  be  divided  into  many  cate- 
gories. Two  of  these  categories  are  ciiminal  and  civil  law.  W'ell, 
just  like  law,  forfeitures  can  be  either  criminal  or  civil  in  nature. 
The  go\  ernment  brings  suit  against  the  property  or  owner  of  the 
property  and,  if  successful,  gains  right,  title,  and  interest  thereof. 
To  initiate  a  forfeiture  action,  the  government  needs  to  show  that 
"probable  causa"  exists.  In  this  instance,  probable  cause  is  a 
belief  that  the  property  in  question  was  either  used  illegally  or 
represents  the  proceeds  from  uidawful  activity.  This  probai)le 
cause  standard  is  identical  to  the  standard  discussed  in  Chapter  9 
for  the  issuance  of  search  warrants. 

Criminal  forfeitures  are  imposed  by  Court  order  ut  the  con- 
clusion of  a  criminal  trial  or  as  a  part  of  a  guilty  plea  agreement. 
To  impose  a  criminal  forfeiture,  the  government  must  prove  beyond 
(I  reasonable  doubt  that  the  property  to  be  forfeited  was  either  the 
proceeds  of  some  illegal  activity  or  was  significantly  connected  to 
the  illegal  activity. 

In  a  dvil  forfeiture  proceeding,  the  government  need  only 
show  that  probable  cause  exists  and  that  the  property  to  be  for- 
feited was  involved  in  some  illegal  activity.  No  criminal  convic- 
tion is  necessar)  and  it  is  up  to  the  individual  u  ith  an  interest  in 
the  property  to  prove,  through  a  preponderance  of  the  evidence, 
that  the  goveriunent's  contentions  are  incorrect.  Should  the 
claimant  fail  to  present  any  evidence,  the  property  is  forfeited  to 
the  government.  Because  of  this  burden  on  the  claimant  rather 
than  the  government,  in  a  civil  forfeiture  action  the  "discovery 
process"  can  be  used  to  obtain  information  pertaining  to  the 
movement  of  money.  The  claimant  may  be  deposed  and  the  dis- 
closure of  his/her  financial  records  compelled.  Additionally,  per- 
jury and  contempt  sanctions  are  available  for  use  by  the 
goverimient  against  untruthful  or  recalcitrant  witnesses.  These 
legal  possibilities  place  the  claimant  in  an  awkward  legal  posture 
when  criminal  charges  against  him  or  her  are  pending.  Asserting 
a  Fifth  Amendment  Constitutional  right  against  sj'lf-incrimina- 
tion.  niav  result  in  an  adverse  civil  determination  (forfeiture), 
while  answering  (|uestions  may  have  incriminating  conseciuj'nces 
in  the  criminal  pntcet'dings. 


In  Rem  versus  In  Personam 

The  history  of  civil  forfeiture  goes  back  to  Medieval  England 
when  in  rem  proceedings  could  be  instituted  against  any  property 
which  had  been  involved  in  some  type  of  wrongdoing.  An  in  rem 
proceeding  refers  to  a  legal  proceeding  directed  solely  against 
property.  The  legal  findings  determine  the  proper  ownership  of 
the  property  in  question.  The  defendant  in  an  in  rem  proceeding 
is  the  object  or  property  itself,  and  since  in  rem  proceedings  are 
limited  to  the  determination  of  ownership,  they  do  not  impose 
personal  obligations.  In  rem  proceedings  are  totally  independent 
of  any  criminal  action  against  the  owner. 

Medieval  England  also  had  a  fomi  of  criminal  forfeiture.  If  an 
individual  was  convicted  of  a  crime,  the  felon  s  property  was  for- 
feited to  the  king  as  a  form  of  fine.  The  proceedings  to  establish 
the  forfeiture  action  were  in  personam,  against  the  felon,  and  suc- 
cess depended  upon  proving  that  the  felon  was  criminally  guilty, 
hi  1790,  the  first  Congress  of  the  United  Stales  prohibited  these 
"criminal"  forfeitures  and  criminal  forfeitures  were  unheard  of  in 
the  United  States  for  another  180  years.  It  wasn't  until  1970  when 
Congress  enacted  the  Racketeer  Influenced  and  Corruption 
Organization  Act  (RICO)  that  the  concept  was  resurrected. 

Facilitation  Versus  Proceeds 

Forfeiture  laws  distinguish  between  properly  which  represents 
"proceeds"  and  property  which  "facilitates"  a  violation.  To  "facil- 
itate" means  to  have  a  significant  connection  to.  Federal  law  pro- 
vides for  the  forfeiture  of  conveyances  that  facilitate  the  sale, 
receipt,  possession,  or  concealment  of  illegal  activity.  Vi  hether 
property  can  be  seized  and  forfeited  for  facililtiting  an  offense  is 
determined  by  whether  a  significant  connection  exists  to  the  pro- 
hibited activity.  For  exanrple.  an  airplane  used  to  move  narcotics 
from  Columbia  to  Chicago  is  closely  connected  to  the  illegal 
activity  and  could  be  seized  and  forfeited. 


Federal  Forfeiture  Statutes 


The  key  question  in  a  forfeiture  action,  for  both  the  investigator 
and  the  court,  is  not  the  good  faith  or  guilty  knowledge  of  the 
owner,  but  the  use  of  the  property  in  question  and  whether  that 
use  requires  forfeiture  under  the  statute.  For  instance,  was  the 
monetary  instrument  acquired  in  a  financial  transaction  designed 
to  conceal  the  ownership  of  proceeds  of  specific  unlawful  activ- 
ity? Or,  is  a  deposit  in  a  financial  institution  traceable  to  coin  or 
currency  used  in  a  transaction  designed  to  evade  or  defeat  the 
CTR  filing  requirements? 

The  following  Federal  statutes  relate  to  forfeiture  procedures: 

•  Title  18  U.S.C.  §  981.  Civil  Forfeiture 

•  Title  18  U.S.C.  §  982.  Criminal  Forfeiture 

•  Title  21  U.S.C.  §  881.  Forfeitures 

Title  18  U.S.C.§  981.  Cvil  Forfeiture 

Title  18  U.S.C.  §  981  states  that  the  following  property  is  subject 
to  forfeiture: 

•  Property  obtained,  tlirectly  or  indirectly,  through  violation 
of  Title  18  U.S.C.  §  1956  or  §  1957 

•  Any  property  which  represents  the  proceeds  from  the  sale 
or  distribution  of  a  controlled  substance 

•  Any  coin,  currency,  or  interest  in  property  traceable  to  a 
transaction  or  attempted  transaction  in  violation  of  Title  31  U.S.C. 
§53 13  or  §  5324 


§981.  Civil  Forfeiture 

I )...  the  foUou  ing  property  is  subject  tu  forfeiture  to  the  United 
States: 

(A)  Any  property,  real  or  personal,  involved  in  <i  transaction  or 
attempted  transaction  in  violation  of  section  S.'il.'Ma)  or  5324  of 


Title  31,  or  of  section  1956  or  1967  of  this  title,  or  any  property 
traceable  to  such  property. 

(B)  Any  property  u  ithin  the  jurisdiction  of  the  United  States, 
ivhich  represents  the  proceeds  of  an  offense  against  the  foreign 
national  involving  a  manufacturer,  ""sale  or  distribution  of  a  con- 
trolled substance... " 

(C)  Any  coin  and  currency...  or  any  interest  in  any  other  property, 
including  any  deposit  in  a  financial  institution,  traceable  to  such 
coin  or  currency  involved  in  a  transaction  or  attempted  transaction 
in  violation  of  Sections  531S(a)  or  5324  of  Title  31  may  be  seized 
and  forfeited  to  the  United  States  government... 

Title  18  U.S.C.  §  982.  Criminal  Forfeiture 

Title  18  U.S.C.  §  982  stales  that  a  person  convicted  of  money 
lamidering  is  required  to  forfeit  any  property  which  resulted  from 
the  illegal  activity. 

§  982.  Criminal  Forfeiture 

(a)  The  Court,  in  imposing  sentence  on  a  person  convicted  of  an 
offense  under  Section  1956  or  1957  (money  laundering  violations) 
of  this  title  shall  order  that  the  person  forfeit  to  the  United  States 
any  property,  real  or  personal,  uhich  represents  the  gross  receipts 
the  person  obtained  directly  or  indirectly,  as  a  result  oj  such 
offense,  or  u  hich  is  traceable  to  such  gross  receipts. 

Title  21  U.S.C.§  881.  Forfeitures 

Title  21  L  .S.C.  §  881  (see  page  320)  identifies  items  that  aif  sub- 
ject to  foH'eitin-e  to  the  L  nites  States  government.  The  items  listed 
are  associated  with  the  manufacture  and  distriluition  of  controlled 
suhstances. 

Statutory  Authority  Versus  Constitutional  Stondards 

The  authority  granted  by  the  language  of  a  statute  or  the  written 
opinions  in  a  case  law  finding  docs  not  end  the  discussion  on  for- 


feiture  proceedings.  All  case  law  and  statutory  authorizations 
must  comply  with  Constitutional  standards.  A  statute  or  legal 
opinion  cannot  authorize  conduct  which  comes  into  conflict  with 
protected  Constitutional  rights.  Therefore,  any  seizure  and/or  sub- 
sequent forfeiture  action  must  be  in  agreement  with  the  reason- 
ableness requirement  of  the  Constitution's  Fourth  and  Fifth 
Amendments. 

For  Constitutional  purposes,  a  search  results  from  an  investi- 
gator's intrusion  into  an  individual's  "reasonable  expectation  of 
privacy"  and  a  seizure  occurs  when  an  investigators  conduct 
"interferes  with  a  person's  ownership  of  property."  The  law  has 
consistently  preferred  that  a  warrant  be  obtained  prior  to  any 
search  procedure.  This  legal  preference  for  a  warrant  is  not  as 
gieat  in  seizure  and  subsequent  forfeiture  actions.  The  basis  ior 
this  difference  is  that  a  seizure,  the  first  step  in  a  forfeiture  action, 
when  based  upon  probable  cause  is  considered  reasonable  action 
under  the  Fourth  Amendment.  However,  evidence  obtained  in 
violation  of  either  Fourth  Amendment  or  Fifth  Amendment  guar- 
antees is  not  admissible  in  court.  The  seizure  of  property  in 
"plain  view"  is  presumed  reasonable,  assuming  that  the  investi- 
gator can  establish  probable  cause  to  associate  the  property  with 
criminal  activity. 

The  government's  right  to  seize  the  proceeds  of  an  illegal 
activity  even  though  it  interferes  with  the  owner's  Constitutional 
right  of  ownership  was  enacted  by  statute  and  upheld  by  the 
Supreme  Court.  The  Supreme  Court  first  enunciated  this  legal 
position,  known  as  The  Doctrine  of  Relation,  in  1!.  S.  v.  Stowell. 
l:V^  U.S.  (1890).'  in  that  decision,  the  Court  indicated  that  when 
a  statute  provides  for  civil  forfeiture,  the  forfeiture  takes  place  at 
the  moment  the  property  is  used  or  illegally  generated,  unless 
another  statute  provides  otherwise.  At  that  moment,  all  rights  and 
legal  title  to  the  property  vest  in  the  government  and  any  subse- 
(juent  transfer  is  of  no  effect.  In  the  eyes  of  the  law.  the  subse- 
(|uent  judicial  proceedings  merely  confirm  a  forfeiture  that  has.  in 
theory,  already  taken  place.  Hecause  the  government's  right  to 
proceeds  relates  back  to  the  time  they  are  generated,  it  is  legally 
entitled  to  all  the  gain  thereafter  accruing  from  the  proceeds  of 
the  illegal  activity. 


§  881.  Forfeitures 

(a)  Subject  property 

The  folloning  shall  be  subject  to  forfeiture  to  the  United  States  and 
no  property  right  shall  exist  in  them: 

(1)  All  controlled  substances  which  hare  been  manufactured,  dis- 
tributed, dispensed,  or  acquired  in  violation  of  this  subchapter. 

(2)  All  raw  materials,  products,  and  equipment  of  any  kind  which 
are  used,  or  intended  for  use.  in  manufacturing,  compounding, 
processing,  delivering,  importing,  or  exporting  any  controlled  sub- 
stance in  violation  of  this  subchapter. 

(3}  All  property  which  is  u,sed,  or  intended  for  use.  as  a  container 
for  property  described  in  paragraph  (I)  or  (2). 

(4)  All  conveyances,  including  aircraft,  vehicles,  or  vessels,  which 
are  u.sed,  or  are  intended  for  use.  to  transport,  or  in  any  manner  to 
facilitate  the  transportation,  S(de.  receipt,  possessicm.  or  conceal- 
ment of  property  described  in  paragraph  (J )  or  (2).  except  that  — 

(A)  no  conveyance  used  by  any  person  as  a  common  carrier  in  the 
transaction  of  business  as  a  common  carrier  shall  he  forfeited 
under  the  provisions  of  this  section  unless  it  shall  apiwar  that  the 
owner  or  other  person  in  charge  (fsuch  conveyance  teas  a  consent- 
ing party  or  privy  to  a  violation  of  this  subchapter  or  subchapter  II 
of  this  chapter:  and 

(B)  ru)  conveyance  shcdl  be  forfeited  under  the  provisicms  of  this 
section  by  reason  of  any  act  or  omission  established  by  the  owner 
thereof  to  have  been  committed  or  omitted  by  any  person  other  than 
such  owner  while  such  conveyance  was  unlawfully  in  the  possession 
of  a  person  other  than  the  owner  in  violation  of  the  criminal  laws 
of  the  Vnited  States,  or  of  any  State. 

(5)  All  books,  records,  and  research,  including  formulas,  microfilm, 
tapes,  and  data  which  are  u.sed,  or  intended  for  u.se.  in  violation  of 
this  subchapter. 

(6)  All  moneys,  negotiable  instruments,  securities,  or  other  things 
of  value  furnished  or  intended  to  be  furnished  by  any  person  in 
exchange  for  a  controlled  substance  in  violaticm  of  this  subchapter. 


all  proceeds  traceable  to  such  an  exchange,  and  all  moneys,  nego- 
tiable instruments,  and  securities  used  or  intended  to  be  used  to 
facilitate  any  violation  of  thu^  subchapter,  except  that  no  property 
shall  be  forfeited  under  this  paragraph,  to  the  extent  of  the  interest 
of  an  ou-ner,  by  reason  of  any  act  or  omission  established  by  that 
owner  to  have  been  committed  or  omitted  without  the  knowledge  or 
consent  of  that  owner. 

(7)  All  real  property,  including  any  right,  title,  and  interest  in  the 
whole  of  any  lot  of  tract  of  land  and  any  appurtenances  or 
improvements,  which  is  used,  or  intended  to  be  used,  in  any  man- 
ner or  part,  to  commit,  or  to  facilitate  the  commission  of,  a  viola- 
tion of  this  title  punishable  by  more  than  one  year's  imprisonment, 
except  that  no  property  shall  be  forfeited  under  this  paragraph,  to 
the  extent  of  an  interest  of  an  owner,  by  reason  of  any  act  or  omis- 
sion established  by  that  owner  to  have  been  committed  or  omitted 
without  the  knowledge  or  consent  of  that  owner. 

(8)  All  controlled  substances  which  have  been  possessed  in  violation 
of  this  subchapter. 


Factors  That  Establish  Probable  Cause 

The  paper  trail  of  financial  events  is  the  investigator's  starting 
point  in  a  foi-^eiture  investigation.  The  investigator  must  be  pre- 
pared to  use  techniques  such  as  subpoenas,  suneillance,  and 
intei-viewing  to  secure  financial  records  relative  to  the  movement 
of  money.  The  ftiajority  of  forfeiture  actions  do  not  require  com- 
plex document  analysis.  The  basis  for  this  in  large  part  is  due  to 
the  standard  of  proof  (probable  cause)  necessary  to  start  the  for- 
feiture action  and  the  judiciary's  willingness  to  accept  the  fact 
that  illegal  activities  generate  illegal  income.  It  follows  then  that 
the  key  to  a  forfeiture  investigation  is  discovering  factors  that 
establish  probable  cause.  The  following  are  examples  of  court 
recognized  situations  that  can  be  used  by  the  financial  investiga- 
tor to  establish  probable  cause  in  a  forfeiture  investigation. 


•  Close  proximity.  In  situations  where  targeted  forfeitable 
proceeds  are  found  in  close  proximity  to  narcotics,  probable  cause 
can  be  established  to  support  the  forfeiture  action.  For  example,  in 
The  United  States  v.  S33,000  United  States  Currency,  probable 
cause  for  forfeiture  was  satisfied  by  the  following  evidence:' 

— Claimants  guilty  plea  to  conspiracy  to  distribute  marijuana 
and  to  evade  taxes 

— The  seizure  of  S33,000  located  in  a  brown  paper  bag  in 
claimant's  home 

— Tiie  presence  of  drugs  on  the  premises 

— The  claimant's  lack  of  legitimate  employment 

Close  proximity  does  not  necessarily  require  direct  physical 
proximity  to  the  narcoticrs/contraband.  In  The  United  States  v. 
Brock,  the  government  sought  forfeiture  of  jewelry  valued  at 
8120.000  which  was  found  in  a  bag  in  the  claimant's  attic. 
Despite  the  absence  of  any  direct  evidence  connecting  the  Jew- 
elry- with  the  claimant's  narcotic's  activity,  the  Court  of  Appeals 
concluded  probable  cause  was  present  and  sufficient  to  support 
the  forfeiture  action.  The  court  felt  that"  — 

The  circumstances  were  sufficient  to  icarrant  a  conclusion  that 
there  ua.s  no  other  way  that  Brock  could  have  acquired  the  jew- 
elry other  than...  as  proceeds  of  the  alleged  narcotics  violation. 
The  jewelry  was  found  secreted  in  the  same  house  as  the  nar- 
cotics and  paraphernalia  for  distribution  of  narcotics.  In  addi- 
tion, a  large  quantity  of  cash  and  a  loaded  revolver,  further 
suggestive  of  ongoing  narcotics  activity,  were  seized  at  the 
house.  These  circumstances  furl  y  lead  to  an  inference  that  the 
jewelry  was  the  proceeds  of  narcotics  activity...  circumstantial 
evidence  and  inferences  therefrom  are  good  grounds  for  a  find- 
ing <f  probable  cause  in  a  forfeiture  proceeding.  .  . 

•  Mtans  ol  support.  In  situations  where  there  appear  to  be 
obvious  discre|)ancies  between  the  claimant's  lifestyle  and  his  or 
her  ap|)ar<'nl  means  (»f  sup|)<)rt.  pn)bable  cause  for  a  forfeitint" 
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action  can  be  established.  In  particular,  substantial  currency 
expenditures,  without  apparent  legitimate  employment,  has 
proven  to  be  extremely  probative  (supplying  evidence  or  proof). 

•  Pre-trial  statements.  Statements  made  to  associates  or  to 
undercover  agents  during  the  investigative  stages  of  a  criminal 
prosecution  can  result  in  probable  cause  to  establish  a  forfeiture 
action.  For  example,  in  The  United  States  v.  A  Single- Family 
Residence,  testimony  from  several  co-conspirators  established  that 
the  trafficker  had  told  them  narcotics  proceeds  had  been  used  to 
buy  the  property." 

•  Narcotics  records.  Records  of  narcotics  sales  can  provide 
the  basis  for  probable  cause  in  a  forfeiture  investigation.  By 
reporting  the  "profits  earned,"  investigators  can  show  the  illegal 
proceeds  generated  from  drug  dealing.  During  the  investigative 
process,  the  claimant  s  effort  to  conceal  or  commingle  his  or  her 
illegal  funds  with  legitimate  sources  of  income  and/or  his  or  her 
evasive  testimony  can  be  important  factors  in  the  establishment  of 
probable  cause. 


Summary 


Money  laundering  is  the  process  by  which  one  conceals  the  exis- 
tence, illegal  source,  or  illegal  application  of  income  and  then 
disguises  that  income  to  make  it  appear  legitimate.  There  are  two 
basic  transaction  systems  money  launderers  work  with:  the  cash 
transaction  system  and  the  business  transaction  system.  The  goal 
of  the  money  launderer  is  to  move  from  the  cash  transaction  sys- 
tem to  the  business  transaction  system.  The  goal  of  the  investiga- 
tor is  to  spot  this  movement  and  halt  the  laundering  operation. 

There  are  three  basic  methods  available  to  launder  money: 
through  legitimate  businesses.  i)uy/sell  transactions,  and  off  shore 
havens.  Legitimate  businesses  launder  money  by  overstating  legit- 
imate revenue  and  exfx'nses.  or  by  depositing  enneiicy  into  busi- 
ness accounls.  Buy/sell  transactions  are  manipulated  financial 
transactions  that  use  an  apparent  legitimate  purchase  or  sale  of  an 


asset  to  transfer  currency  into  the  business  transaction  system.  Off 
shore  havens  are  used  by  criminals  to  hide  their  illegal  proceeds. 

Asset  forfeiture  continues  to  hold  great  potential  for  attacking 
large-scale  financial  crimes.  By  using  the  benefits  of  civil  discov- 
ery and  the  lower  burden  of  proof,  law  enforcement  has  an  oppor- 
tunity to  strike  at  the  profits  generated  by  financial  crimes. 
Existing  case  law  demonstrates  that  forfeitures  can  be  accom- 
plished through  modes  of  proof  that  are  relatively  straight  forward 
when  tracing  the  flow  of  funds  from  illegal  activity.  Even  beyond 
that,  indirect  methods  of  tracing  the  movement  of  money  may 
offer  new  means  for  reaching  the  proceeds  of  illegal  activity  and 
bankrupting  complex  financial  criminal  enterprises  thereby 
putting  them  out  of  business. 


Questions  and  Exercises 


Answer  the  following  questions  and  then  check  your  responses 
with  those  provided  at  the  back  of  the  book. 


1.  What  is  the  difference  between  the  cash  transaction  system 
and  the  business  transaction  system? 


2.  List  three  characteristics  of  a  business  used  for  money  laun- 
dering. 


'^.  Vi'hat  affect  docs  overstating  its  legitimate  revenue  liave  on  a 
business?  How  is  this  affect  counteracted? 
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4.  Suppose  you  were  going  to  purchase  a  S20,000  car  from  a 
friend.  Explain  how  you  could  use  a  buy/sell  transaction  to  laun- 
der money. 


5.  List  three  methods  used  to  move  U.S.  currency  into  and  three 
methods  used  to  move  currency  out  of  the  United  States. 


6.  What  is  meant  by  "structuring"  financial  transactions?  Identify 
three  ways  a  criminal  can  structure  transactions. 


7.  What  are  the  "proceeds"  of  a  crime? 


8.  Describe  the  burden  of  proof  as  it  relates  to  civil  and  criminal 
forfeitures. 

9.  Explain  what  is  meant  by  the  following  statement: 

The  car  he  owned  "facilitated"  his  ability  to  .-lell  narcotics;  there- 
fore, it  is  subject  to  foHeiture. 

10.  In  Chapter  8.  you  read  about  the  methods  of  indirect  proof. 
What  role  would  these  methods  play  in  eslablishin{f  probable 
cause  for  forfeiture  of  assets? 
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Responses  to  End-of-Chapter  Questions 


Chapter  2 

1  Civil  law  deals  with  private  conflicts  and  differences  between 
individuals,  whereas  criminal  law  deals  with  public  wrongs 
against  the  state.  Remedies  for  violations  of  civil  law  are  usu- 
ally in  the  form  of  money  damages  or  court-ordered  actions  to 
do,  or  refrain  from  doing,  certain  speciHc  things.  Remedies  for 
violations  of  criminal  law  include  fines,  penalties,  and/or  incar- 
ceration. 

2  A  felony  is  a  more  serious  crime  than  a  misdemeanor.  Felonies 
are  punishable  by  incarceration  of  more  than  one  year,  a  fine, 
and  loss  of  certain  civil  rights.  Misdemeanors  are  punishable 
by  fines  and/or  incarceration  of  less  than  one  year. 

3  An  offense  that  is  "mala  prohibita"  is  an  offense  made  criminal 
bv  statute,  whereas  an  offense  that  is  "mala  in  sc-"  is  an  offense 
that  is  evil  in  and  of  itself. 

4  a.  Jem  Wilson  has  conspired  with  a  dnig  dealer  to  allow  his 
clothing  store  to  be  used  to  launder  drug  money.  The  statutes 
violated  and  their  corresponding  elements  are  as  follows: 

1)  Title  18  L'.S.C.  §  .371.  Conspiracy  to  commit  offense  or  to 
defraud  the  United  States 

•  The  conspiracy  was  willfully  formed 

•  The  suspect  w  illfully  became  a  member  of  the  conspiracy 

•  At  least  one  of  the  conspirators  knowingly  committed  at 
least  one  overt  act  in  furtherance  of  the  conspiracy 
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2)  Title  18  U.S.C.  §  1956.  Laundering  of  monetar)-  instruments 

•  The  suspect  must  conduct  or  attempt  to  conduct  a  "'finan- 
cial transaction" 

•  The  suspect  must  know  that  the  property  involved  in  the 
transaction  represents  the  proceeds  of  some  form  of  unlaw- 
ful activity 

•  The  transaction  must  involve  property  which,  in  fact,  repre- 
sents the  proceeds  of  "specified  unla\Nful  activity" 

•  The  suspect  must  engage  in  the  transaction  with  either  — 

— the  intent  of  promoting  the  earn  ing  on  of  the  "specified 
unlawful  activity,"  or 

— the  intent  to  engage  in  conduct  constituting  tax  evasion 
under  Title  26  U.S.C.  §  7201  or  tax  fraud  under  Title  26 
U.S.C.  §  7206,  or 

— knowledge  that  the  purpose  of  the  transaction,  in  whole  or 
in  part,  was  either  to  conceal  or  disguise  the  nature,  loca- 
tion, source,  ownership,  or  control  of  the  proceeds  of  "spec- 
ified unlawful  activity;"  or  to  avoid  a  transaction  reporting 
requirement  under  State  or  Federal  law 

1).  Troy  Avery  is  using  his  position  with  the  Navy  to  threaten 
another  employee  into  doing  something.  Avery  is  committing 
extortion  in  violation  of  Title  18  U.S.C.  §  872,  extortion  by  offi- 
cers or  employees  of  the  United  States.  Elements  of  the  crime 
include  the  following: 

•  Intent 

•  The  suspect  is  an  officer  or  employee  of  United  Stales  gov- 
ernment 

•  The  suspect  used  his  or  her  employment  with  government 
as  part  of  the  extortion  scheme 

•  Kxlortion  is  committed  or  attempted 

c.  Since  Jenny  is  using  an  800  number  to  fiirther  her  scheme  to 
defraud,  she  is  committing  wire  fraud  in  violation  of  Title  18 
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U.S.C.  §  1343,  fraud  by  wire,  radio,  or  television.  Elements  of 
the  crime  include  the  following: 

•  Intent 

•  Scheme  to  defraud 

•  Use  of  interstate  communications  to  further  scheme 

d.  David  Stevens  is  a  bank  employee  who  is  using  his  position 
with  the  bank  to  commit  embezzlement  and  bank  fraud.  The 
statutes  violated  and  their  corresponding  elements  are  as  follows: 

1)  Title  18  U.S.C.  §  656.  Theft,  embezzlement,  or  misapplica- 
tion by  bank  officer  or  employee 

•  Intent 

•  The  suspect  is  a  bank  employee  or  officer 

•  The  suspect  attempted  to  defraud  the  bank 

2)  Title  18  U.S.C.  §  1344.  Bank  fraud 

•  Intent 

•  Scheme  to  defraud  a  financial  institution 

e.  Linda  Carson  is  threatening  to  use  the  fact  that  her  competi- 
tor is  involved  in  a  criminal  activity  to  get  that  person  to  do 
something  against  his  or  her  will.  Linda  is  committing  black- 
mail in  violation  of  Title  18  U.S.C.  §  873.  Klements  of  the 
crime  include  the  following: 

•  Intent 

•  The  suspect  made  threats 

f.  Susan  Tompkins  is  in  violation  of  Title  26  U.S.C.  §  7203. 
Willful  failure  to  file  return,  supply  information,  or  pay  tax. 
Klements  of  the  crime  include  the  following: 

•  Duty  to  pay 

•  Failure  to  pay 

•  Willfulness 


5  I^nce  Gordon  is  intentionally  structuring  his  financial  transac- 
tions so  that  the  financial  institutions  he  is  dealing  with  do  not 
file  Currency  Transaction  Reports.  The  money  involved  hap- 
pens to  be  from  an  illegal  activity,  therefore.  Lance  is  in  viola- 
tion of  Title  31  U.S.C.  5324,  Structuring  transactions  to  evade 
reporting  requirement  prohibited. 

Chapter  3 

1  a.  16  to  23  people  "sit"  on  a  federal  grand  jur%'. 
b.  It  takes  12  jurors  to  return  an  indictment. 

2  If  a  witness  is  granted  transactional  immunity,  he  or  she  cannot 
be  prosecuted  for  any  criminal  offenses  about  which  he  or  she 
testifies  during  grand  jury  proceedings.  The  witness  could 
admit  to  murder  and  drug  trafficking,  and  not  be  prosecuted  for 
them. 

H  a  witness  is  granted  use  immunity,  the  testimony  that  the 
witness  provides  cannot  be  used  in  prosecutions  against  the 
witness.  For  example,  a  witness  testifies  that  she  forged  checks 
in  order  to  get  cash  to  buy  drugs.  If  that  witness  is  brought  up 
on  drug  charges,  that  testimony  cannot  be  used  against  her. 

Transactional  immunity  is  rarely  used.  If  immunity  is 
offered,  it  is  more  likely  to  be  use  inmumity. 

3  Evidence  is  anything  that  can  make  a  person  believe  that  a  fact 
or  proposition  is  true  or  false. 

4  Proof  is  the  result  of  evidence. 

5  In  criminal  cases,  the  standard  of  (iroof  is  "beyond  a  reason- 
able doubt;"  in  most  civil  cases  the  stantlard  is  "preponder- 
ance of  evidence."  "Beyond  a  reasonable  doubt"  is  a  greater 
degree  of  pn)()f  than  is  "preponderance  of  evidence."  To  reach 
a  conviction  in  a  criminal  case,  each  juror  must  have  no  doubt 
that,  based  on  the  evidence  presented,  the  accusetl  committed 
the  crime.  Verdicts  in  civil  cases  where  the  preponderance  of 
evidence  is  the  standard  of  proof,  are  reached  by  the  jurors 
weighing  the  evidence  |)resente(l  and  deciding  who  they 
believe,  the  plai/itii'for  the  defendant. 
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6  Use  of  mails  to  further  scheme —  Direct  evidence  could  be  an 
item  of  mail  received  by  a  victim  of  the  fraud  that  was  sent  by 
the  suspect  to  perpetuate  the  fraud.  Circumstantial  evidence 
could  be  testimony  from  a  postal  employee  who  assisted  the 
suspect  in  matters  related  to  the  mailing. 

7  Judicial  notice  is  when  a  judge  allows  a  known  fact  to  be 
admitted  as  evidence.  Examples  of  judicial  notice  include: 
George  Washington  was  our  first  president;  May  2,  1993  falls 
on  a  Saturday;  and  a  financial  depression  occurred  in  America 
in  1931. 

8  According  to  Rule  401,  evidence  must  be  relevant  and  compe- 
tent. A  fact  presented  as  evidence  must,  in  some  logical  way, 
relate  to  proving  the  case.  If  you  are  trying  to  prove  that  the 
suspect  committed  bank  fraud,  you're  not  going  to  submit  as 
evidence  testimony  stating  that  the  suspect  washed  his  car 
every  Sunday  morning.  It's  not  relevant.  And  you've  got  to 
make  sure  that  the  relevant  evidence  is  provided  by  a  compe- 
tent person.  Testimony  provided  by  a  former  spouse  with  an  ax 
to  grind  may  not  come  off  as  very  convincing. 

9  a.  Kay  White  can,  if  she  chooses  to  (she  has  testimonial  privi- 
lege), provide  the  testimony  because  it  is  not  a  confidential 
communication  since  it  occurred  before  she  and  Todd  were 
married. 

b.  Again,  Kay  can,  if  she  chooses,  provide  the  testimony.  In 
this  instance  she'd  testify  to  something  she  saw,  not  something 
that  was  said. 

c.  This  testimony  is  covered  by  the  confidential  communica- 
lioii  privilege.  Kay  can  provide  it  only  if  Todd  consents  to  the 
testimony. 

(1.  Joey  can  provide  the  testimony  since  there  is  no 
parent/child  communications  privilege. 

0.  Leon  Norton  can  provide  the  testimony  since  the  Federal 
courts  do  not  recognize  an  accountant/client  comnuinications 
privilege. 

o  c, 


f.  Kent  Parks  can  provide  the  testimony  since  it  deals  with  an 
event  rather  than  a  communication. 


10  Hearsay  evidence  is  inadmissible  because  when  one  person 
repeats  what  another  has  said,  there  is  room  for  distortion  and 
misunderstanding. 

11  The  shop  book  rule  allows  that  a  person  who  currently  is  the 
"custodian"  of  a  business  s  books  can  introduce  the  books  and 
provide  testimony  about  them  even  though  that  person  did  not 
make  the  original  entries. 

12  The  terms  "best  evidence"  and  "secondary  evidence"  apply  to 
documentary  evidence.  If  evidence  concerning  a  document  is 
needed,  the  "best  evidence"  is  the  document  itself.  If  the  origi- 
nal has  been  destroyed  or  is  not  attainable  even  through  the 
use  of  a  search  warrant  or  subpoena,  an  authenticated  copy  of 
the  document  can  be  used.  "Secondary  evidence"  is  used  when 
an  original  of  the  document  in  question  is  unavailable.  A  wit- 
ness can  testify  to  the  contents  of  the  document  or  a  copy  of  the 
document. 


Chapter  4 

1  According  to  the  table  in  Appendix  A,  a  social  security  number 
that  begins  with  the  numbers  "421,"  is  issued  in  the  state  of 
Alabama. 

2  a.  To  discover  if  any  complaints  have  been  lodged  against 
Base  Ball,  Inc.,  you  should  contact  the  Better  Business  Bureau 
that  serves  the  area  where  the  company  is  located. 

b.  To  obtain  a  list  of  businesses  in  the  Raleigh,  North  Carolina 
area,  you  should  contact  the  Chamber  of  Commerce  that  serves 
the  area. 

3  a.  If  you  want  information  concerning  a  suspects  use  of  his  or 
her  American  Express  Card,  you  can  contact  the  American 
Express  Company  in  New  York  City. 

b.  By  analyzing  a  suspect  s  credit  card  activity  you  can  find 


out  all  sorts  of  things.  Has  the  suspect  made  any  major  pur- 
chases using  the  credit  card?  If  the  suspect  used  the  card  on  a 
trip,  you  can  track  where  the  suspect  went  as  well  as  what  the 
suspect  purchased.  Did  the  suspect  use  the  credit  card  to  get  a 
cash  advance?  How  does  the  suspect  pay  off  what  he  or  she 
owes  on  the  credit  card?  These  are  just  some  of  the  things  that 
an  investigator  can  discover  about  a  suspect  when  analyzing 
the  suspect's  credit  card  activity. 

4  The  following  factors  come  into  play  when  selecting  a  suspect 
to  target  for  investigation: 

•  Available  law  enforcement  resources 

•  Probability  of  obtaining  a  conviction 

•  Jury  appeal 

•  Judicial  inteipretations  of  the  law 

5  The  best  source  of  information  concerning  a  suspect  is  the  sus- 
pect. Suspects  know  what  really  happened  and  can  easily  pro- 
vide, if  they  choose,  information  and  documents  to  assist  the 
investigator. 

6  The  Immigration  and  Naturalization  Service  and  the  U.S. 
District  Court  maintain  information  concerning  aliens  and  nat- 
uralized citizens. 

7  The  U.S.  Secret  Service  maintains  records  pertaining  to 
forgeiy. 

8  The  FBI  maintains  the  National  Stolen  Property  Index. 

Chopter  5 

1  The  check  provides  the  following  informalion: 

•  Owner  of  the  account  is  Allison  Henderson.  She  lives  in 
Rockville.  Marylanil.  at  923  FrospiM-l  \a\iu: 

•  The  payee  is  Hankitison's  Automotive.  Apparently.  Allison 
took  her  car  in  for  a  tune  up  and  paid  for  it  on  June  8. 
IW2. 


•  Allison's  oheckiiij!  account  number  is  084931 121. 

•  The  first  part  of  the  ABA  transit  nuniher.  "68."  tells  us  that 
the  Capital  Bank  and  Trust  is  located  in  Virginia. 

•  The  second  part  of  the  ABA  transit  number  lells  us  that  the 
code  for  the  Capital  Bank  and  Trust  is  "999." 

•  The  number  "561"  is  the  check  routing  symbol.  The  "5" 
means  that  the  Capital  Bank  and  Trust  is  located  in  the 
fifth  Federal  Reserve  district  (Richmond).  The  "6"  corre- 
sponds to  the  federal  reserve  facility  that  collected  the 
check  and  the  "1"  indicates  a  deferred  payment. 

2  Check  spread  analysis  is  a  useful  investigative  tool  because  it 
reveals  a  suspec;t  s  pattern  of  financial  acti\  ily.  A  break  in  the 
pattern  is  cause  for  further  investigation,  for  example,  if  a  usual 
monthly  payment  (mortgage,  rent,  phone,  electric,  etc.)  is 
absent,  the  investigator  will  want  to  see  how  the  suspect  made 
the  payment. 

3.  A  safe-deposit  box  rental  agreement  and  entrv'  log  are  avail- 
able, riie  rental  agreement  will  show  who  rented  the  box  and 
on  what  dale.  The  enln  log  shows  the  date  and  limes  of  \  isils 
to  the  box  and  who  made  lliem.  Bank  records  do  not  reveal  the 
conlcnls  of  liie  box. 

1  Banks  are  required  to  retain  the  following  records  for  5  years: 

•  The  signature  card  filled  out  when  the  account  was  opened 

•  Bank  statements  disclosing  all  deposits  and  withdrawals 

•  Coi)ies  of  both  sides  of  customer  checks 

It  is  difficult  to  trace  curreiicy-for-currency  transactions 
because  they  seldom  leav  e  a  [jajx'r  trail  inside  the  bank  unless 
the  transaction  is  in  excess  of  .S I ().()()().  Tratisaetions  of 
SIO.OOO  or  more  must  be  recorded  on  a  Currency  iransaelion 
Kei)orl. 

()  An  investigator  can  ask  susix-cls  for  ibeir  bank  records  or  for 
jwrmission  to  gel  lliem  from  the  bank.  If  a  susi)eel  is  uneooiier- 
alive,  il  becomes  a  bit  more  difficult  for  the  investigator 
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because  the  Bank  Secrecy  Act  and  the  Right  To  Financial 
Privacy  Provisions  of  Federal  law  cause  banks  to  restrict 
access  to  a  customer's  records.  However,  banks  can  be  legally 
compelled  to  provide  records. 

7  A  haven  country  is  a  countr>'  that  offers  a  legal  and/or  eco- 
nomic climate  for  laundering  money  or  hiding  illegally  gotten 
profits.  It  is  difficult  for  an  investigator  to  gain  access  to  infor- 
mation concerning  money  sent  to  a  haven  country  via  a  wire 
transfer. 

8  A  loan  application  is  good  source  of  financial  information 
because  a  suspec-t,  wanting  to  get  the  loan  approved,  will  iden- 
tify assets  and  other  accounts  to  impress  the  person  who 
reviews  to  application. 

9  The  documentation  surrounding  a  Western  Union  money  order 
will  identify  who  jjurchased  the  money  order,  who  received  it. 
and  the  money  orders  worth. 

A  casino  can  jirovide  bank  statements,  loan  ai)plications. 
credit  card  applications,  and  other  financial  information. 
Casinos  are  also  required  to  lile  rejwrts  on  currency  transac- 
tions in  excess  of  SIO.OOO. 

10  a.  Securities  are  stocks  and  bonils  whereas  commodities  are 
l)r(Mluce(l  goods,  such  as  grain,  livestock,  gold,  or  timber. 

b.  A  stock  represents  ownershij)  in  a  cori)oration.  that  is  a 
c-laim  against  the  coriJorations  assets  and  earnings.  A  bond  is 
issued  when  a  corporation  or  goverinnental  unit  wishes  to  bor- 
row moiiev  for  some  i)eriod.  Stockholders  c-aii  s-ll  their  shares 
of  stock  at  any  tim(^  and  receive  a  i)r()fit  or  loss  based  on  the 
relationship  of  the  i)urchase  i)rice  to  the  selling  price. 
Bondholders  can  collec  t  on  their  investment  only  at  a  specified 
time. 

c.  Common  stock  are  units  of  ownership  that  allow  owners  to 
receive  dividends  on  their  holdings  and  vote  on  matters  allect- 
ing  the  corjioration  in  which  they  own  stock.  If  a  stockholder 
owns  preferred  stock,  lie  or  she  will  be  i)ai(l  dividends  before 
common  stockholders,  however,  im-ferred  stock  does  not  ordi- 
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narily  carry  voting  rights.  If  a  corporation  is  authorized  to  issue 
only  one  class  of  stock,  it  is  common  stock  that  is  authorized. 

d.  Transfer  agents  keep  a  record  of  a  corporation's  outstanding 
stock  certificates.  A  transfer  agent  is  usually  a  commercial 
bank  appointed  by  the  corporation.  A  registrar  double  checks 
the  actions  of  the  transfer  agent  to  prevent  improper  issue  of 
stock  or  fraudulent  transfer. 

e.  A  corporate  bond  is  a  registered  bond  issued  by  a  private 
corporation.  A  municipal  bond  is  an  obligation  of  a  state, 
county,  municipality  or  any  agency  thereof.  All  municipal 
bonds  issued  after  July  1,  1983,  are  registered.  The  interest  on 
a  municipal  bond  is  free  from  Federal  taxes. 

f.  Treasury  bills  are  short  term  securities  with  maturities  of  one 
year  or  less.  They  do  not  pay  a  fixed  rate  of  interest  and  are 
issued  and  subsequentl)  '.raded  at  a  discount  from  face  value. 
Treasury  bills  are  issued  in  minimum  denominations  of 
$10,000,  with  $5,000  increments.  Treasury  bonds  are  long- 
term  bonds  with  maturities  of  10  years  or  longer.  They  carry  a 
fixed  interest  rate  and  are  issued  and  traded  as  a  percentage  of 
their  face  value.  Their  minimum  denomination  is  $1,000. 

g.  Securities  held  in  the  name  of  the  account  holder  simply 
reflect  the  name  of  the  customer  who  maintains  the  account. 
Securities  held  in  a  street  name  are  registered  in  the  name  of 
the  owners  broker. 

1 1  An  investigator  will  probably  want  to  pursue  the  following: 

a.  Check  183,  written  for  $2000. 

I).  Check  187,  written  for  $5,000.  Both  checks  183  and  184 
arc  significantly  higher  than  the  next  highest  payment  ($745). 

c.  The  S5.000  deposit  on  June  10.  All  other  deposits  to  the 
a(  count  are  the  same  amount  and  deposited  at  the  same  time  in 
each  month. 

(I.  No  check  was  written  in  the  amount  of  $745  in  July.  Mr. 
Davids  has  plenty  of  money  to  make  the  payment.  Maybe  he 
forgot.  Maybe  he  paid  in  cash. 


12  Both  of  the  deposit  slips  show  that  currency  was  deposited.  The 
total  amount  deposited  equals  $13,500.  Had  all  of  the  currency 
been  deposited  into  one  account,  the  bank  would  have  had  to 
file  a  Currency  Transaction  Report  (CTR).  Since  the  deposits 
are  into  two  different  accounts  owned  by  the  same  person,  it 
looks  like  that  person  may  have  split  the  deposit  to  avoid  hav- 
ing to  have  a  CTR  filed. 

13  The  brokerage  account  statement  reveals  that  Nancy  Garrity 
bought,  sold,  and  received  stock  during  July  1992.  She  made  a 
$256.25  profit  on  her  Lakewood,  Inc.  stock.  Unless  other 
account  statements  are  available  for  analysis,  an  investigator 
cannot  determine  if  Nancy's  brokerage  activities  for  July  1992 
are  unusual. 

Chapter  6 

1  In  a  proprietorship,  the  owner  of  the  business  is  responsible  for 
all  debts  incurred.  In  a  partnership,  the  partners  are  personally 
responsible  for  the  business's  debts.  Since  a  corporation  is  a 
legal  entity  in  and  of  itself,  it  is  responsible  for  its  debts,  not  its 
owners  (stockholders). 

2  A  corporation's  Articles  of  Incorporation  and  a  partnership's 
Articles  of  Partnership  are  important  to  the  financial  investiga- 
tor because  of  the  information  they  provide.  Each  of  these  doc- 
uments provides  personal  and  financial  information  relating  to 
those  involved  in  the  start  up  of  the  business. 

3  A  liability  is  a  claim  on  an  asset  by  a  creditor.  An  asset  is 
something  of  value  owned  by  a  business  and  the  owner's  equity 
is  the  amount  of  capital  furnished  by  a  business's  owner(s). 

4  Rased  on  the  equation  A  =  L  +  OE,  and  given  that  assets 
equals  $675,325  and  owner's  equity  is  $276,580,  it  follows  that 
liabilities  equals  $398,745. 

5  Accounting  is  able  to  show,  in  summary  fomi,  the  results  of  a 
Imsiness's  financial  transactions  through  financial  records  such 
as  journals,  ledgers,  balances  sheets,  and  income  statements. 


6  A  balance  sheet  represents  a  business's  condition  at  the 
moment  the  document  is  prepared.  One  prepared  on  Monday- 
will  differ  from  one  prepared  on  Tuesday,  etc.  This  is  because 
Monday's  transactions  that  affect  balance  sheet  accounts  will 
differ  from  Tuesday's  transactions,  and  so  on. 

7  The  following  journal  entry: 

Cash  10,000 

Accounts  Receivable  10,000 

describes  a  financial  transaction.  An  asset,  cash,  has  increased 
by  $10,000.  Another  asset,  accounts  receivable,  has  decreased 
accordingly.  The  journal  entry  indicates  that  $10,000  that  was 
owed  to  a  business  through  the  extension  of  credit  (accounts 
receivable)  has  been  paid  in  cash. 
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 Cosh  

10.000 

Accounts  Receivable 

UMKH) 


Current  Assets 

Cash 
Inventor) 

Total  current  assets 


(lollier  Company 
Balanee  sheet 
Deeetnber  18.  1W2 

Current  liabilities 
S  1. ()()()     Aeeouiits  Payable 
lO.OOO    Notes  Payable 
Sil.(MM)     Total  Current  Liabilities 


825.(KM) 
6,000 
S31.(KM) 


Fixed  Assets 

Kciuipnieul 


Owner's  Equity 

SI .'>.()()()     Capital  I'rom  stoek 


S25.(K)0 


Total  assets 


S56.(K)()    Total  Liabilities  and  K<iuity 


S,%,0<)() 
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Collier  Company 
Ceneral  Journal 


Dtite 

Ledger 

1992 

Accounts  Old  ExpiamiHoiis 

Folio 

Debit 

&edit 

12/12" 

Cash 

25.000 

Capital 

25.000 

Stock  sale 

12/14 

Equipment 

1 2,000 

Cash 

6.000 

6,000 

Bought  machine 

12/15 

inventor)' 

40,000 

Cash 

15,000 

Accounts  Payal)le 

25.000 

Bought  production  materials 

12/16 

Equipment 

3.(X)() 

Cash 

3.000 

Bought  machine 
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Cosh  Capitol  Equipment 


12/12 

25.(KK)  12/14 

6.000 

12/12 

25.0{K) 

12/14 

12.000 

12/15 

15.0{K) 

12/16 

3.000 

12/16 

3.(K)0 

Inventory 

Account*  Payable 

Notes  Payable 

12/14 

40.(K)0 

12/15 

25.000 

12/14  6.(KK) 
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Pratt.  Inc. 
fnrome  statement 
For  the  year  ended  December  31. 1992 


Sales,  revenue 

8155,000 

Less:  sales  returns  and  allowances 

5.000 

Net  sales 

SISO.OOO 

Less:  cost  of  goods  sold 

30,000 

Gross  profit 

S120.000 

l^ss:  .Administrative  expenses 

100.000 

Interest  expense 

10.000 

Selling  expense 

5.000 

Total  operating  expenses 

115.000 

Net  income 

5.000 

13  A  financial  investigator  can  use  accounting  skills  to  evaluate 
the  appropri-ateness  of  journal  and  ledger  entries.  By  knowing 
how  transactions  are  to  be  recorded  and  summarized,  the  finan- 
cial investigator  is  better  able  to  trace  the  impact  of  a  transac- 
tion on  a  business. 

Chapter  7 

1  With  the  specific  item  method,  the  investigator  tries  to  find  a 
direct  link  between  a  suspect  and  a  specific  financial  transac- 
tion involving  the  payment  or  receipt  of  illegal  funds.  Once  dis- 
covered, this  direct  link  is  ver\'  difficult  for  the  suspect  to  deny. 

2  Bank  account  information  is  the  type  of  information  most  use- 
ful in  a  fictitious  payable  scheme. 

3  An  investigator  will  want  to  look  into  an  employee's  travel 
expenses  because  travel  expense  reimbursements  may  be 
padded  to  generate  illicit  funds. 


4  The  following  is  in  example  of  an  overbilling  scheme: 

Company  A  buys  a  service  from  Company  B  for  $2,500. 
Instead  of  writing  Company  B  a  check  for  $2,500,  Company  A 
writes  a  check  for  $3,500.  Company  B  returns  the  extra 
$1 ,000,  in  cash,  to  Company  A. 

5  Illicit  payments  via  currency  are  indicated  by: 

•  Unexplained  or  unusual  currency  disbursements  or  with- 
drawals, particularly  from  a  business  which  does  not  nor- 
mally deal  in.currency 

•  Matching  the  payor's  currency  withdrawals  to  the  recipi- 
ent's corresponding  currency  deposits,  expenditures,  or  vis- 
its to  a  safe  deposit  box 

•  The  purchase  of  a  cashier's  check  or  a  wire  transfer  made 
payable  to  the  recipient  at  or  shortly  after  cash  withdrawals 
or  disbursements  by  the  payor 

6  Each  month,  two  checks  are  written  to  Lopez  Electronics.  In 
each  instance,  the  second  check  is  10%  of  the  first.  This  may 
indicate  some  type  of  kickback  scheme. 

7  Checks  written  to  a  business  are  usually  deposited  into  an 
account  at  a  financial  institution.  An  investigator  should 
become  suspic:iou3  if  too  many  checks  are  cashed  out  instead 
of  being  deposited. 

8  Situations  involving  backup  documentation  that  should  make 
an  investigator  suspicious  include  the  following: 

•  The  absence  of  documentation  to  support  a  particular  pay- 
ment 

•  Discrepancies  between  the  payment  information  and  the 
backup  documentation 

•  Coincidences  in  the  backup  documentation 

•  l'nnuml)ere(l  or  sef|uentially  unusual  invoices 

•  Alterations  or  photocopies  of  backup  documenlation 
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Chopter  8 

1  Indirect  metliods  of  proof  are  most  useful  when  the  suspect  is 
taking  currency  or  other  payments  that  cannot  he  directly 
traced. 

2  The  base  year  becomes  the  point  of  comparison  for  subsequent 
years'  net  worth  changes.  If  the  base  year  findings  come  into 
question  once  the  net  worth  analysis  is  complete,  the  entire 
analysis  is  in  doubt  and  nmst  be  recalculated. 

3  U)oking  at  the  expenditures  method  formula,  it  becomes  clear 
that  if  the  "know  n  sources  of  funds"  is  understated,  the  "funds 
from  unknown  sources"  will  be  overstated.  For  example,  if 
"total  expenditures"  equals  S50.000  and  "known  sources  of 
funds"  is  S45.000.  then  "funds  from  unknown  sources"  equals 
S5.001).  But  if  "total  expenditures"  equals  S50.000  and 
"known  sources  of  funds"  is  underestimated  at  S43.00().  then 
"funds  from  imknowii  sources"  becomes  overstated  at  S7.1X)(). 

4  Both  the  net  worth  and  expenditures  methods  look  at  a  sus- 
pect s  sources  of  funds,  expenditures,  assets,  and  liabilities. 
However,  in  the  net  worth  method,  the  absolute  amount  of  an 
item  is  considered  whereas  the  expenditures  method  considers 
the  net  effect,  not  the  absolute.  For  example,  data  shows  that  in 
ilie  base  vear  the  suspect  owned  S500  worth  of  jeweliy  and  in 
Year  1.  she  owned  Sl.tK)0  worth.  In  the  net  worth  analysis,  the 
amount  of  jeweln  owned  in  Year  1  woidd  be  listed  as  Sl.lKMJ — 
the  absolute  amoiuit  owned.  In  the  expenditures  method,  ^ear 
1  woidd  show  S51M)  worth  of  jewelr\ —  the  difference  between 
Year  1  and  ibe  base  year.  \^  itli  the  expenditures  method,  only 
the  vear-to-vear  increase  and  decreases  in  a  suspects  assets 
and  liabilities  are  considered. 

5  W  ith  the  specific  item  method,  an  investigator  is  looking  for  a 
s|)ccilic  financial  transaction  to  link  to  a  suspect.  This  link  is  a 
direct  one —  one  to  the  point  at  issue —  and  cannot  easily  be 
denied  bv  the  suspect.  The  indirect  methods,  on  the  other 
hand,  imply  that  a  ^usp('(•t■s  expenses  exceed  his  or  her  known 
sources  of  income  (funds).  They  cannot  prove  where  ibe  addi- 
tional monies  came  from. 


6.  i  a.   Suspect  has  a  bank  account  balance  of  SI. 300  on 

Januar>'  1.  1991.  and  S1.600on  December  31.  1991. 

X  b.   Suspect's  mortgage  decreased  from  S27.500  to 
S25.200  during  the  year. 

S  c.   Suspects  beginning  inventory  was  S52.000  and  end- 
ing inventory  was  S38,000. 

S_  d.  Suspect  sold  stock  costing  S5.000  for  S8.0(K). 

X  t"-  Suspect  paid  SI 3,250  for  a  new  car. 

X  f.  Suspect  embezzled  S40.000  from  his  employer. 

X  g-  Suspect  took  out  a  S50.(X)0  loan  to  puri-hase  a  boat. 

X  h.   Suspect  donatetl  SIO.OOO  to  the  University  of  Higher 
Education. 
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7  Net  Worth  Problem  Solution 


1991 


1992 


1993 


Assets 

Cash-on-hand 

Checking  account 

Jewelry 

Mink  coat 

Car 

Boat 

Residence 
Pool 

Total  assets 


S  l.OOO 
4.000 
0 
0 

25.000 
0 

130.000 
0 

S  160.000 


S  0 
9.000 
25.100 
0 

25.000 
0 

130.000 
20,000 
S209.100 


8  0 
2,000 
25,100 
15.900 
25.000 
24.000 
130.000 
20.000 
S242.000 


Minus: 
UabilHies 

Loan-  pool 
Mortgage-  residence 
I^)an-  finance  company- 
Total  liabilities 


S  0 
98.000 
5.000 
103.000 


S  7.0(X) 
96.500 
5.000 
108.500 


S  1.000 
94.500 
5.000 
1(X).500 


Equal;?:  Net  worth 


S57.000 


8100.600 


8141.500 


Minus:  Prior  year's  net  worth 
Kquals:  Net  worth  increase 
Plus:  Known  expenses 
Mortgage  interest 
Real  estate  taxes 
Apartment  rental 
Ix'ase  payments  -  car 
Vacation 

Totiil  known  expetises 

Minus:  Funds  from  known  sources 

Net  Profit  -  flower  shop 

Kquals:  Funds  from  unknown  sources 


57.000 
43.600 

10.500 
1.500 

1 8.000 
3.600 
0 

877.200 

4().()(M) 
837.200 


100.600 
40.900 

10.000 
1 .500 
18.000 
3.6(K) 
12.000 
$86.0(X) 

45.()(H) 
841.000 
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8  Expenditures  Method  Solution 


1992 

1993 

llICICclsC  111  UallK.  al^LUUIIl 

S  5.00() 

8  0 

Piirr*nfl*i**  f\i  i#*wplr\' 

r  Ul  V  lldoCr  yJi  JC  "  t  It  > 

25.100 

0 

lUICIIclhc  Ul  IIllllN  I.  Ual 

0 

15.900 

Purchase  of  boat 

0 

24.000 

Downpayment  -  pool 

10.000 

0 

Pool  loan  repayments 

3.000 

6.000 

Mortgage  repayments 

12.000 

12,000 

1.500 

1.500 

.'\[)al  lillclll  Iclllal  pa^  lIlt:Tlllr> 

18.0(X) 

18,000 

IjvdS"  Ua\  IIU  Ills     I.  al 

3.6(X) 

3,600 

Vacation 

0 

12.000 

Total  expenditures 

878,200 

893,000 

Minus:  Known  sources  of  funds 

Cash-on-hand 

S  0 

Bank  account  decrease 

0 

7,000 

Net  profit  -  flower  shop 

40.000 

45.000 

Total  know  n  sources  of  funds 

41.000 

52.000 

Equals:  Funds  from  unknown  sources 

S.37.200 

841.000 

9  Bank  Deposit  Solution 

1992 

1993 

Total  deposits 

$30,000 

$25,000 

Minus:  Transfers  and  retleposits 

0 

0 

Equals:  Net  deposits 

830,000 

$25,(X)0 

Outlays: 

Jewelry  purchase 

$25,100 

$  0 

Mink  coat  purchase 

0 

15,900 

Boat  purchase 

0 

24,000 

Downpayment  -  pool 

10.000 

0 

Pool  loan  repayments 

3.0(X) 

6,0(X) 

Mortgage  repayments 

12,000 

12,000 

Real  estate  taxes 

1,500 

1,500 

Apartment  rental  pavnients 

18,000 

18,(K)0 

l^ase  payments —  car 

3.600 

3.600 

VWation 

0 

12.000 

Total  outlavs 

S73.200 

893.000 

Minus:  Net  bank  disbursements 

25.000 

32.000 

E(iuals:  Cash  expenditures 

S48.20() 

S61.0{K) 

Plus:  Cash  disbiirseincnts 

48.200 

61.000 

K()uuls:  Total  receipts  (income) 

878.200 

886,000 

Minus:  funds  from  known  sources 

1.000 

0 

Cash-on-liand 

40.()()() 

45.()()() 

Net  Profit —  Klowt'r  shop  total  kii()\Mi  sources 

84 1. ()()() 

845.000 

Minus:  Known  sources 

41.()(H) 

45.(M)() 

K(|uals:  Funds  from  unknown  sources 

837.200 

841.000 

Chapter  9 

1  A  financial  interview  is  conducted  to  obtain  information  and 
documentation  from  a  witness.  A  financial  inteiTogation  is  con- 
ducted for  a  different  purpose.  Its  purpose  is  to  elicit  confes- 
sions or  admissions  of  culpability  from  suspects  or  hostile 
witnesses. 

2  Many  investigative  interviews  focus  on  the  recollection  of  wit- 
nesses. Questions  such  as  "Do  you  remember  seeing  any  suspi- 
cious cars  in  the  neighborhood?  or  What  color  jacket  was  he 
wearing?  are  asked.  Financial  interviews  go  beyond  recollec- 
tion questions  and  deal  with  the  specific  details  of  financial 
transactions  and  the  movement  of  money. 

3  When  planning  interviews,  an  investigator  should  consider  the 
following: 

•  Who  should  I  interview  ? 

•  In  what  order  should  I  inters  iew  the  witnesses? 

•  What  type  of  witness  is  this  person  going  to  l)e? 

•  Should  I  contact  the  suspect? 

•  When  should  I  contact  the  suspect? 

•  What  method  of  questioning  should  I  use? 

4  The'rc  are  three  general  niethotls  of  questioning  an  investigator 
can  use  during  a  financial  inten  iew : 

•  The  chronological  method 

•  Questioning  according  to  documents 

•  Questioning  aci'ording  to  transactions  or  events 

With  the  chronological  method  of  (juestioning.  a  witness  is 
questional  about  the  events  in  the  order  that  they  occurred, 
from  beginning  to  end.  With  questioning  according  to  docu- 
ments, a  particular  document  (financial  statement,  canceled 
check,  tax  return)  is  the  focus  of  the  inter\  iew.  \X  hen  (|uesti()n- 
ing  according  to  transaction  or  event,  questions  focus  on  a  par- 
ticular situation. 
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5  The  introduction  is  critical  as  it  sets  the  tone  for  the  whole 
interview.  Its  primary  objective  is  to  put  the  witness  at  ease  and 
get  him  or  her  to  agree  to  answer  questions. 

6  To  get  hesitant  witnesses  to  agree  to  cooperate,  and  investigator 
must  avoid  coming  across  as  a  threat.  He  or  she  should  try  to 
lead  witnesses  to  believe  that  they  will  benefit  from  cooperating 
with  the  investigator. 

7  An  investigator  must  actively  participate  in  the  interview 
process.  He  or  she  must  constantly  analyze  responses,  and  con- 
tinually check  for  inconsistencies,  inaccuracies,  and  incom- 
pleteness. Also,  investigators  must  attend  to  what  witnesses  do 
during  ar  interview.  The  visual  and  non-verba!  aspects  of  an 
interview  are  very  important. 

8  The  sentence  is  negatively  phrased,  and  so  long  and  complex 
that  no  one  is  going  to  understand  it.  Investigators  should  avoid 
asking  complex  and  negatively  phrased  questions.  All  ques- 
tions should  be  simple,  to  the  point,  and  positively  phrased. 

9  The  final  question  an  investigator  should  ask  is:  "Is  there  any- 
thing else  that  you  would  like  to  say?"  It  gives  the  witness  one 
final  chance  to  say  anything  that  he  or  she  wishes. 

10  The  major  advantage  of  the  question  and  answer  statement  is 
that  it  contains  all  of  the  questions  asked  and  answers  provided 
during  an  interview.  Of  course,  this  could  be  viewed  as  a  disad- 
vantage also.  The  statement  will  be  long,  unedited,  and  could 
contain  unnecessary  material.  On  the  other  hand,  the  memo- 
randum is  more  informal  and  it  contains  all  pertinent  testimony 
obtained  during  the  interview.  However,  the  testimony  is 
recorded  as  the  investigator  recalls  after  refreshing  his  or  her 
memory  through  informal  notes.  The  memorandum  does  not 
contain  the  exact  words  of  the  witness.  Both  the  memorandum 
and  question  and  answer  statement  are  good  methods  for 
recording  an  interview.  The  choice  the  investigator  makes 
shoul  be  based  on  the  complexity  and  investigative  impor- 
tance ol  the  interview. 


11  By  allowing  the  affiant  to  create  the  affidavit,  the  investigator 
ensures  that  the  affidavit  will  be  in  the  affiant's  own  words  and 
the  credibility  of  the  affidavit  will  increase  because  it  is  in  the 
affiant's  own  handwriting.  It  would  be  difficult  for  the  affiant  to 
later  deny  the  affidavit  was  his  or  hers. 

Chapter  10 

1  If  an  investigator  seizes  evidence  from  a  suspect's  home  or 
office  without  first  obtaining  a  search  warrant,  the  evidence 
collected  could  be  ruled  inadmissible. 

2  Probable  cause  means  that,  based  on  the  facts  presented  and 
the  experience  of  the  investigator,  a  reasonable  person  would 
think  that  the  evidence  sought  .exists  in  the  place  to  be 
searched.  Probable  cause  is  shown  via  an  affidavit. 

3  a.  Affiant's  experience 

b.  Detailed  account  of  criminal  activity 

c.  Description  of  place(s)  to  be  searched 

d.  Financial  evidence 

e.  Items  to  be  seized 

f.  Conclusions  based  on  the  affiant's  expertise* 

4  The  statement  supports  two  types  of  information  that  must  be 
in  an  affidavit.  The  statement —  While  going  through  the  trash 
left  for  garbage  collection  at  34  Tremont  Avenue,  I  found  an 
electric  and  phone  hill  addressed  to  John  Winkler  of  that 
address —  shows  that  the  suspect  exercises  dominion  and  con- 
trol over  34  Tremont  Avenue,  the  place  you  want  to  search.  The 
second  statement —  /  also  found  a  bill  from  Haggler's 
Electronic  Store  indicating  that  Winkler  recently  bought  $2,435 
worth  of  stereo  and  video  recording  equipment —  is  financial 
evidence  of  a  major  expenditure  and  asset  purchase. 


5  A  document  examiner  could  perform  handwriting  analysis  to 
determine  the  authenticity  of  the  signatures  on  the  (;ontract, 
could  determine  whose  typewriter  was  used  to  create  the  con- 
tract, and  could  analyze  the  paper  to  see  if  it's  the  same  type  of 
paper  used  in  the  creation  of  contracts  in  Mr.  Fridays  office. 

6  Undercover  operation  objectives  could  include: 

•  Identifying  persons  on  the  basketball  team  and  outside  the 
team  who  may  be  involved  in  the  point-shaving  activities 

•  Obtaining  probable  cause  for  search  and  arrest  warrants 

•  Gathering  information  and  documents  relative  to  the  inves- 
tigation 

•  Obtaining  information  and  leads  to  purchases  and  expendi- 
tures made  bv  members  of  the  basketball  team 
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Fraternity 
House 


^^^^^^^^ 


Prison 


B  All  informant  could  tell  you  many  things  including  which  bas- 
kcthall  players  arc  involved  in  point  shaving,  who  on  the  out- 
side dinM'ts  the  players  to  shave  points,  what  past  games  were 
involved,  what  future  games  might  he  involved,  and  how  the 
players  arc  paid  oli. 
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Chapter  1 1 

1  With  the  cash  transaction  system,  ail  financial  transactions  are 
conducted  exclusively  through  the  use  of  currency.  In  the  busi- 
ness transaction  system,  financial  transactions  are  conducted 
using  methods  that  generate  a  trail  of  financial  records. 

2  The  three  characteristics  of  a  business  used  as  a  money  laun- 
dering front  are: 

•  Deals  primarily  in  currency 

•  Has  relatively  fixed  costs 

•  Is  exempt  from  bank  cunency  reporting  requirements 

3  Bv  overstating  its  revenue,  a  business  increases  its  taxable 
income.  They  reduce  their  tax  liability  by  overstating  their 
business  expenses. 

4  Vou  and  your  friend  could  agree  that  you  purchase  the  car  for 
some  amount  less  than  S20,000  and  then  pay  the  remainder  of 
the  balance  off  the  books. 

5  The  six  methods  used  to  transport  currency  out  of  the  United 
States  are:  physical  transportation;  wire  transfer:  cashier's 
check;  attorneys,  accountants,  and  money  managers;  brokerage 
accounts;  and  wire  services. 

The  six  methods  used  to  transport  currency  into  the  United 
States  are:  fictitious  loans,  fictitious  foreign  investors,  finder's 
fees,  corporate  salaries,  cashier's  checks  and  wire  transfers, 
and  physical  transportation. 

6  Structuring  means  taking  an  amount  of  money  in  excess  of 
Sl(),000,  breaking  it  into  increments  of  S10,000  or  less,  and 
then  conducting  multiple  transacrtions  for  the  pur{^)ose  of  evad- 
ing the  CTR  reporting  requirements.  There  are  many  ways 
money  lauiiderers  can  stmcture  transactions.  They  can  deposit 
money: 

•  Several  times  a  day  at  the  same  bank  branch 

•  At  different  branches  of  the  same  bank  on  the  same  day 

•  At  different  banks  on  the  same  day 
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•  At  the  same  bank  on  different  days 

•  At  different  banks  on  different  days 

7  The  proceeds  of  a  crime  are  "whatever  is  received  when  an 
object  is  sold,  exchanged,  or  otherwise  disposed  of."  Money  is 
not  the  only  proceed  that  may  result  from  a  crime.  Goods  and 
services  are  also  considered  proceeds. 

8  A  major  difference  between  the  two  types  of  forfeitures  has  to 
do  with  the  burden  of  proof  required  and  who  that  burden  rests 
with.  In  a  criminal  forfeiture,  the  burden  of  proof  is  "beyond  a 
reasonable  doubt"  and  it  rests  with  the  government.  In  a  civil 
forfeiture,  the  burden  of  proof  is  a  "preponderance  of  evi- 
dence" and  it  rests  with  the  claimant. 

9  The  car  described  assisted  the  criminal  in  performing  a  crime. 
It  is  subject  to  forfeiture. 

10  The  methods  of  indirect  proof  can  be  used  to  show  that  a  sus- 
pect "lives  beyond  his  or  her  means,"  and  although  they  cannot 
pinpoint  from  where  the  suspect  is  receiving  his  or  her  addi- 
tional funds,  the  methods  of  indirect  proof  can  be  used  to 
strengthen  the  means  of  support  or  close  proximity  factors  in 
establishing  probable  cause  for  forfeiture. 


This  glossan'  contains  tenns 
presented  in  the  text  as  well  as 
temis  which  may  be  brought 
out  in  discussion. 

A«ount 

An  accounting  device  used  in 
recording  the  day-to-day 
changes  in  revenue, expense, 
asset,  liability,  and  owner's 
equity  items. 

Account,  nominal.  Temporary 
account  for  an  item  appearing 
on  an  income  statement  and 
closed  to  a  balance  sheet 
account  at  the  end  of  an 
accounting  period. 

Account,  real.  Account  for  an 
item  appearing  on  a  balance 
sheet. 

Aaounting 

The  system  of  recording  and 
summarizing  business  and 
iinancial  transactions  in  books 
and  analyzing,  veriiying.  and 
reporting  the  results. 


Accounting,  cost.  The  process  of 
collecting  material,  labor,  and 
overhead  costs  and  attaching 
them  to  products. 

AMOunting  Period 

The  period  of  time  over  which 
the  transactions  of  a  business 
are  recorded  and  at  the  end  of 
which  a  financial  statement  is 
prepared. 

AMOunt  Payable 

An  obligation  to  pay  an  amount 
to  a  creditor. 

AMOunt  Receivable 

An  amount  that  is  owed  to  the 
business,  usually  by  one  of  its 
customers,  as  a  result  of  the 
ordinary  extension  of  credit. 

A«ount  Transactions 

Financial  events  that  directly 
affect  the  movement  of  monev 
through  a  bank  account. 

Accrual  Basis  of  Accounting 

Recording  business  revenues 
when  they  are  earned,  regard- 
less of  when  they  are  collected. 


and  recording  expenses  when 
they  are  incurred,  regardless  of 
when  cash  was  disbursed. 

A«rwMl  Expenses 

Expenses  incurred  but  not  yet 
paid  for. 

A«rw«d  Income 

Income  earned  but  not  yet 
received. 

Adjusting  Entry 

Recording  the  c  orrection  of  an 
error,  accruals,  writeoffs,  provi- 
sions for  bad  debts  or  deprecia- 
tion, etc.,  expressed  in  the  form 
of  a  simple  journal  entry. 

AHiant 

The  person  who  prepares  an 
affidavit. 

AHidavit 

A  handwritten  or  typed  decla- 
ration or  statement  of  facts 
made  voluntarily  and  con- 
firmed by  the  oath  or  affirma- 
tion (»f  the  party  making  it 
before  an  officer  having  author- 
ity to  administer  such  oath. 

Alien  Corporation 

Corjioration  of  another  nation- 
ality operating  in  the  United 
States. 

Amortiie 

To  write  of  f  a  [)()rli»)n  »»r  all  of 
the  cost  of  an  intangibh'  asset. 


Appraise 

Cash  or  value  established  by 
systematic  procedures  that 
include  physical  examination, 
pricing,  and  often  engineering 
estimates. 

Asset 

Property  or  resources  owned  by 
a  business  or  individual. 

Asset,  current.  An  <met  ivhich  is 
either  currently  in  the  form  of 
cash  or  is  expected  to  be  con- 
verted into  cash  within  a  short 
period,  umally  one  yean 

Asset,  fixed.  Tangible  property  of 
relatively  long  life  that  gener- 
ally is  used  in  the  production  of 
goods  and  .sen:ices. 

Association  Matrix 

The  graphic  summary  that 
results  from  link  analysis. 

Audit 

A  critical  review  of  a  business's 
accounting  records. 

Bad  Debts 

Accounts  that  are  considered  tu 
be  uncollectible. 

Balance,  Beginning 

The  amount  in  an  accuiinl  at 
the  start  of  the  accounting 
period. 

Balance,  New 

The  amount  in  an  ac»'ount  at 
the  end  of  the  accounting 


period,  it  is  the  difference 
between  the  beginning  balance 
plus  increases  and  minus 
decreases. 

Balance  Sh««t 

A  financial  statement  that 
reports  the  assets,  liabilities, 
and  equities  of  a  company  as 
of  a  specified  time. 

Balance  Sheet,  consolidated. 
Aggregate  accounts  for  the  vari- 
ous categories  of  assets  and  lia- 
bilities of  a  corporate  family 
( more  than  one  corporation ). 

Bank  Deposit  Method 

An  indirect  method  of  proving 
unknown  sources  of  funds 
through  an  analysis  of  bank 
records  and  other  financial 
transactions  entered  into  by  a 
suspect. 

Bank  Recomiliation 

A  comparison  of  the  custoniers 
records  with  the  records  of  the 
bank,  listing  differences  to 
bring  balances  into  agreement. 

Bank  Statement 

A  document  rendered  by  the 
bank  to  the  depositor,  usually 
monthly,  which  reflects 
deposits  and  checks  which 
have  cleared  the  bank. 

Blackmail 

A  demand  for  money  or  other 
considerations  under  threat  lo 
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do  bodily  hami.  to  injure  prop- 
erty, to  accuse  of  crime,  or  to 
expose  disgraceful  defects. 

Bond 

Any  interest  bearing  or  dis- 
counted government  or  corpo- 
rate security  that  obligates  the 
issuer  to  pay  the  bondholder  a 
specified  sum  of  money,  usually 
at  specific  intervals,  and  to 
repay  the  amount  of  the  loan  at 
maturity. 

Bond,  corporate.  A  bond  issued 
by  a  private  corporation. 

Bond,  coupon.  A  bond  that  has 
coupons  attached  to  the  bond 
certificate,  one  coupon  for  each 
interest  payment  due  during  the 
life  of  the  bond.  The  interest  is 
payable  to  whoever  turns  in  the 
coupon,  whether  or  not  that  per- 
son initially  bought  the  bond. 

Bond,  municipal.  A  bond  issued 
by  a  state,  county,  municipality, 
or  any  agency  thereof. 

Bond,  registered.  A  bond  where 
the  name  of  the  owner  appears 
on  the  bond  certificate.  Interest 
on  the  bond  is  paid  by  check- 
directly  to  the  registered  holder. 

Bond,  registered  coupon.  A 
bond  where  the  name  of  the 
owner  appears  on  records  main- 
tained by  a  registrar  and/or 
transfer  agent.  The  interest 


coupons  attached  to  the  bond 
certificate  do  not  contain  the 
name  of  the  ouner  and  are 
payable  to  the  bearer. 
Registered  coupon  bonds  are 
registered  for  the  principal  only, 
not  for  interest. 
Bribery 

When  money,  goods,  sen  ices, 
information,  or  anything  else  of 
\  alue  is  offered  with  the  intent 
to  influence  the  actions,  opin- 
ions, or  decisions  of  the  taker. 

Bylaws 

The  rules  adopted  hy  the  stock- 
holders setting  forth  the  gen- 
eral method  by  which  the 
coiporate  functions  are  to  lie 
carried  on  subject  to  the  corpo- 
rate charter. 

Case  law 

The  practice  of  judges  and 
lawyers  looking  into  decisions 
from  past  cases  to  determine 
the  slate  of  law  for  the  case 
they  are  currently  handling. 

Cash  Basis  of  Accounting 

Recording  business  revenues 
when  cash  is  received  and 
business  expenses  when  cash 
is  paid. 

Cash  Flow 

The  cash  flow  calculation 
attempts  to  measure  the  actual 
cash  receipts  and  cash 
expenses  of  a  linn. 


Cashier's  Checic 

A  check  drawn  by  a  bank  on  its 
own  funds  and  issued  by  an 
authorized  officer  of  the  bank. 

Certified  Checic 

A  check  where  the  bank  guar- 
antees that  there  are  sufficient 
funds  on  deposit  for  that  partic- 
ular check. 

Chart  of  Accounts 

A  listing,  in  sequentially  num- 
bered order,  of  a  business  s 
accounts. 

Civil  Law 

That  body  of  law  that  deals 
with  conflicts  and  differences 
between  individuals. 

Closed  Corporation 

Corjioration  owned  by  a  few 
stockholders,  not  available  for 
investment  by  public. 

Codification 

The  process  of  collecting  and 
arranging  laws  by  subject. 

Collateral 

Something  of  value  pledged  as 
security  for  a  loan. 

Common  Law 

The  system  of  law  that  origi- 
nated in  Kngland  and  was  the 
body  of  law  carried  b\  the  ear- 
liest Knglisli  settlers  to  the 
American  colonies. 
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Contingsncy 

A  possible  future  event  or  con- 
dition arising  from  causes 
unknown  or  at  present  undeter- 
minable. 

Contra  Account 

One  of  two  or  more  accounts 
which  partially  or  wholly  offset 
each  other.  On  financial  state- 
ments, they  may  either  be 
merged  or  appear  together,  for 
example,  an  account  receivable 
from  and  payable  to  the  same 
individual. 

Cooperative 

A  c  orporation  in  which  profits 
are  distributed  to  shareholders 
in  proportion  to  the  amount  of 
business  each  shareholder  does 
with  the  company. 

Counterfeiting 

Copving  or  imitating  an  item 
without  having  been  authorized 
to  do  so  and  passing  the  copy 
off  for  the  geiuiiiie  or  original 
item. 

Corporation 

All  artificial  being  or  business 
cntitv  created  under  state  or 
federal  law  which  is  legally 
separate  from  the  persons  who 
o\Mi  it.  Ownership  is  in  the 
form  of  stock  and  the  liability 
of  the  own<Ms  is  limited  to  the 
amount  of  their  investment  in 
the  compain. 
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CR 

Abbreviation  of  credit. 
Credit  Entry 

An  entry  on  the  right-band  side 
of  a  T-account. 

Creditor 

One  who  lends  money. 
Criminal  Law 

That  branch  of  law  that  deals 
with  offenses  of  a  public 
nature,  that  is,  wrongs  conunit- 
ted  against  the  state. 

Curtilage 

The  area  inside  the  boundary 
of  a  person's  residence  or  busi- 
ness location  which  has  been 
marked  off  by  man-made  or 
naturally-occurring  devices. 

Debit  Entry 

A  entn  on  the  left-hand  side  of 
a  T-account. 

Debt 

Current  and  non-current  liabil- 
ities. 

Defalcation 

The  embezzlement  of  money. 
Depreciation 

The  expiration  of  an  asset's 
"(luality  of  usef  ulness. " 

Discount 

Amount  by  which  the  face 
\alueof  a  financial  instrument 
exceeds  the  sales  price. 


Dividend 

Portion  of  a  conipaiiys  profits 
distributed  to  stockholders. 

Dividend,  cash.  Dividend  paid 
in  the  form  of  cash. 

Dividend,  property.  Dividend 
paid  in  the  form  of  stock  from 
another  corporation. 

Dividend,  stock.  Dividend  paid 
in  the  form  of  shares  oj  stock  in 
the  issuing  corporation. 

Domestic  Corporation 

A  corporation  doing  business 
in  the  state  from  which  it 
received  its  charter. 

Double-Entry  Auounfing 

The  type  of  accounting  in 
which  the  two  aspects  oi  eacli 
financial  event  are  recorded. 

DR 

Abbreviation  of  debit. 
Draft 

An  order  in  writing  directing 
tiie  pasinent  of  money  by  one 
partv  (the  drawee)  to  anotiier 
paity  (tile  payee).  A  bank 
clieck  is  an  example  ol  a  draft. 

Electronics  Fund  Transfer 

A  transaction  with  a  financial 
institution  l)\  means  of  a  com- 
puter, telephone,  or  electronic 
instnimeiil. 


Elements  of  a  Crime 

Those  constituent  parts  of  a 
crime  that  must  be  proven  to 
sustain  a  conviction. 

Embeiilement 

When  one  entrusted  w  ith 
money  or  propierty  apjiropriates 
it  for  his  or  her  own  use  and 
benefit. 

Entry,  Closing 

An  entry  reducing  one  account 
to  zero  and  offset  by  an  entn 
increasing  another  account  by 
the  same  amount.  It  is  one  step 
in  transferring  the  balance  of 
an  account  to  another  account. 

Equity,  Owner's 

Claims  against  assets  by  the 
()wner(s). 

Evidence 

Anything  that  can  make  a  per- 
son believe  that  a  fact  or  propo- 
sition is  tme  or  false. 

Evidence,  circumstantial. 
Evidence  relating  to  a  series  (f 
facts  other  than  those  at  issue 
that  tend,  hy  inference,  to  est(d>- 
lish  the  fact  at  issue. 

Evidence,  direct.  Evidence  pre- 
cise to  the  point  at  issue. 

Evideiu  e.  documentary. 
Evidence  in  the  form  (fnriting: 
and  documents. 


Evidence,  real.  Evidence  that  is 
tangible. 

Evidence,  testimonial.  Evidence 
given  by  word  of  mouth. 

Extmplar 

Non-testimonial  identification 
evidence  from  a  defendant, 
such  as  a  blood  or  handwriting 
sample. 

Exptnditur* 

Payment  for  acquiring  an  asset 
or  sen  ice. 

Exp«nditur«s  Method 

An  indirect  method  of  deter- 
mining unknown  sources  of 
funds  by  comparison  of  all 
know  n  expenditures  with  all 
known  receipts  during  a  partic- 
ular period  of  time. 

Expense 

Goods  or  serv  ices  consumed  in 
operating  a  business. 

Expense,  accrued.  A  li(d)ility 
account  arising  from  expenses 
that  are  incurred  prior  to  the 
related  expenditure,  for  exam- 
ple, accrued  wages. 

Exj)ense,  prepaid.  An  expense 
recognized  after  a  relevant 
expend  it  ure.  for  ex<i  mple.  future 
benefits. 

Extortion 

Illegally  obtaining  property  from 
another  bv  iictital  or  ihreatencd 


force,  fear,  or  violence,  or  under 
cover  of  official  right. 

Felony 

A  serious  crime  punishable  by 
incarceration  for  a  period 
exceeding  one  year,  a  fine,  and 
the  loss  of  certain  civil  rights. 

Financial  Condition 

The  results  conveyed  by  pre- 
senting the  assets,  liabilities, 
and  capital  of  an  enterprise  in 
the  form  of  a  balance  sheet. 
Sometimes  called  financial 
position. 

Financial  interviewing 

The  systematic  questioning  of 
persons  who  have  knowledge  of 
events,  those  involved,  anil  evi- 
dence suiTounding  a  case 
under  investigation. 

Fiscal  Year 

An  accounting  period  of  twelve 
successive  calendar  months. 

Foreign  Corporation 

A  corporation  with  a  charter 
from  another  state.  A  California 
coiporation  doing  business  in 
Nevada  is  a  foreign  corporation 
in  Nevada. 

Forensic  Science 

The  application  of  scientific 
techniques  to  legal  matters. 


Forgery 

Passing  a  false  or  worthless 
instrument,  such  as  a  check  or 
counterfeit  security,  with  the 
intent  to  defraud  or  injure  the 
recipient. 

Forfeiture 

A  legal  proceeding  that  the 
Government  initiates  against  the 
proceeds  of  an  illegal  activity. 

Fraud 

Falsely  representing  a  fact  to 
another  in  order  to  induce  that 
person  to  surrender  something 
of  value. 

General  Partner 

A  partner  personally  liable  for 
partnership  debts. 

Goodwill 

An  intangible  asset  represent- 
ing the  tlifference  between  the 
purchase  price  and  the  value  of 
the  tangible  assets  purchased. 

Grand  Jury 

A  jur)'  who  hears  evidence 
obtained  by  the  prosecution 
and  then  decid<'s  whether  or 
not  a  trial  ought  to  occur. 

Guarantor 

One  who  proniises  to  make 
good  if  another  fails  to  pay  or 
ollu'i-wisf  perform  an  assigned 
or  coiilracliial  task. 
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Hearsay 

Evidence  that  does  not  come 
from  the  personal  knowledge  of 
the  declarant  but  from  the  rep- 
etition of  what  the  declarant 
has  heard  others  say. 

Hybrid  Method 

Method  of  accounting  which  is 
a  combination  of  the  cash  and 
accrual  methods. 

Immunity 

An  investigative  tool  used  by 
the  grand  jury  that  allows  a  wit- 
ness to  provide  testimony  or 
documents  without  fear  of  pros- 
ecution. 

Income  Statement 

A  financial  statement  showing 
revenues  earned  by  a  business, 
the  expenses  incurred  in  con- 
ducting business,  and  the 
resulting  net  income  or  net  loss. 

Income,  Net 

Excess  of  total  revenues  over 
total  expenses  in  a  given 
period. 

Indictment 

A  formal  written  complaint  of 
crirnirial  charges. 

indirect  Metliods 

Ways  of  proving  unknown  or 
illegal  sources  of  funds  which 
re-ly  upon  circumslanlial  <'vi- 
dence. 


Informant 

A  person  who  has  specific 
knowledge  of  a  criminal  event 
and  |)rovides  that  information 
to  a  law  enforcement  officer. 

Insidor  Trading 

Using  "inside"  or  advance 
information  to  trade  in  shares 
of  publicly  held  corjwrations. 

Intangible  Asset 

Any  nonphysical  asset,  such  as 
goodwill  or  a  patent,  which  has 
no  physical  existence.  Its  value 
is  dependent  on  the  rights  that 
possession  confers  upon  the 
owner. 

Interest 

Charge  for  the  use  of  money. 
Interrogation 

Questioning  of  suspects  and/or 
uncooperative  witnesses  for  the 
purpose  of  obtaining  testiniony 
and  evidence  or  proof  of  signif- 
icant omissions. 

Interview 

A  specialized  form  of  face-to- 
fac»'  communication  between 
peo|)le  that  is  entered  into  for  a 
s|)ecilic  task-related  |)urpose 
associated  with  a  jjarticular 
subject  niatt«'r. 

Inventory 

(ioods  being  held  lor  sale,  and 
material  and  partly  linishcd 


products,  which  upon  comple- 
tion, will  be  sold. 

Investment  Banker 

A  person  or  company  in  the 
business  of  marketing  bonds 
and  stocks  for  a  corjioration 
desiring  to  raise  money. 

Invoice 

Bill  for  goods  delivered  or  ser- 
vices rendered. 

Journal 

A  book  of  original  entry  in 
which  transactions  are  initially 
recorded  before  being  posted  to 
a  ledger. 

Judicial  Notice 

When  a  court  recognizes  the 
existence  and  truth  of  certain 
facts. 

Kickback 

\\  hen  a  person  who  sells  an 
item  pays  back  a  poilicm  of  the 
purchase  {)rice  to  the  buyer  or 
public  official. 

Lapping 

The  sul)stitution  of  checks  for 
cash  received.  A  term  used  in 
cinbezzleineiit  schemes. 

Larceny 

W  rongfully  taking  another  per- 
son's moiu'y  or  property  with 
the  intent  to  appropriate,  con- 
vert, or  st»'al  it. 
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Law 

A  foiTnal  means  of  social  con- 
trol intended  to  guide  or  direct 
human  behavior  tow  ard  ends 
that  satisfy  the  common  good. 

Ledger 

An  accounting  device  used  to 
sunmiarize  jounial  entries  by 
specific  accounts. 

Lessee 

The  person  or  company  pos- 
sessing and  using  a  leased  item. 

Lessor 

The  person  or  company  holding 
legal  title  to  a  leased  item. 

Letter  of  Credit 

A  document  issued  by  a  bank 
authorizing  designated  banks 
to  make  payments  on  demand 
to  a  specified  individual  up  to  a 
stated  total  amount. 

Liability 

A  debt  owed. 

Lialnlity.  current.  Obligation 
that  becomes  due  within  a  short 
time,  usually  one  year 

Liability,  long-term.  Obligation 
with  maturity  dates  more  than 
one  year  after  the  balance  sheet 
date. 

Line  of  Credit 

A  cominitmeul  In  a  bank  to  a 
borrower  to  lend  moncv  at  a 


stated  interest  rate  for  a  stated 
period. 

Linlt  Analysis 

A  technique  for  evaluating, 
integrating,  and  presenting 
complex  information  collected 
from  various  sources  and 
putting  them  together  to  show 
patterns  and  meanings. 

Liquidity 

Ability  to  meet  current  obliga- 
tions. 

Loss,  Net 

Excess  of  total  expenses  over 
total  revenue  in  a  given  period. 

Mala  in  Se 

Crimes  that  are  said  to  be  evil 
or  immoral  in  and  of  them- 
selves. 

Mala  Proliibita 

Offenses  that  are  made  crinii- 
ual  by  statute  but  in  and  of 
themselves  arc  not  necessarily 
immoral. 

Maturity  of  Loan 

The  due  date  of  a  loan. 

Memorandum 

A  w  ritten  record  of  an  inter- 
view embodying  something  that 
an  investigator  desires  to  fix  in 
memoiy. 

Mens  Rea 

A  legal  term  meaning  proof  of 
criminal  inlenl. 


Misdsmaanor 

Crimes  less  serious  than 
felonies  that  are  punishable  by 
incarceration  for  a  period  of 
less  than  one  year  and/or  a 
tine. 

Money  Loundtring 

The  process  by  which  one  con- 
ceals the  existence,  illegal 
source,  or  legal  application  of 
income  and  then  disguises  that 
income  to  make  it  appear  legit- 
imate. 

Money  Order 

A  negotiable  instalment  that 
sen  es  as  a  substitute  for  a 
check. 

Mutual  Company 

Type  of  corporation  that  has  no 
stockholders,  but  is  owned  by 
its  customers. 

Net  Worth 

The  excess  of  asset  value  over 
creditor  claims;  Assets  - 
Liabilities  =  Net  Worth  (Equity). 

Net  Worth  Method 

An  indirect  method  of  proving 
unknown  sources  of  funds  by 
comparing  net  worth  at  the 
beginning  and  end  of  specilied 
period  of  time. 

Note 

A  written  promise  to  repay  a 
loan. 
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Note  Receivable 

A  debt  that  is  evidenced  by  a 
note  or  other  written  acknowl- 
edgment. 

Open  Corporation 

A  corporation  whose  stock  is 
available  for  investment  by  the 
public. 

Partner 

One  of  the  owners  of  an  unin- 
corporated business. 

Par  Value 

A  specified  amount  printed  on 
the  face  of  a  stock  certificate. 

Partnership 

A  company  created  when  two 
or  more  individuals  agree  to  do 
business  together. 

Percentage  Method 

An  indirect  method  of  proving 
unknown  sources  of  funds  l)y 
using  percentages  or  ratios 
considered  typical  of  a  busi- 
ness under  investigation. 

Physical  Inventory,  Taking  off 

Counting  all  merchandise  on 
hand,  usually  at  the  end  of  an 
accounting  period. 

Posting 

Transfer  of  an  entn  Irom  a 
journal  to  a  ledger  account. 

Probable  Cause 

All  the  facts  and  eireumstanee 
within  the  knowledge  of  an 


investigator  about  a  criminal 
activity  that  can  be  considered 
reasonable  and  tmstworthy. 

Proceeds 

Whatever  is  received  when  an 
object  is  sold,  exchanged,  or 
otherw  ise  disposed  of. 

Profit  and  Loss  Account 

A  temporary  account  where 
revenue  and  expense  accounts 
are  transferred  at  the  end  of  an 
accounting  period. 

Profit,  Gross 

Sales  minus  cost  of  goods  sold. 
Proof 

The  establishment  of  a  fact  by 
evidence. 

Proprietor 

The  owner  of  an  unincorpo- 
rated business. 

Proprietorsllip 

A  business  ownetl  by  one  per- 
son who  is  usually  both  the 
manager  and  the  owner. 

Prospectus 

A  sunmiary  of  a  corporation 
registration  statement  designed 
to  inform  a  prospective  pur- 
chaser of  securities.  Ft  must 
contain  a  fairly  extensive  dis- 
closure statement  of  essential 
facts  pertinent  to  the  security. 


Question  and  Answer 
Statement 

A  complete  transcript  of  the 
questions,  answere,  and  state- 
ments made  by  each  partici- 
pant during  an  interview. 

Questioned  Document 

A  document  that  has  been 
questioned  in  whole  or  in  part 
in  respect  to  its  authenticity, 
identity,  or  origin. 

Raclceteering 

Running  an  illegal  business  for 
personal  profit. 

Reasonable  Doubt 

The  degree  of  certainty  a  per- 
son has  in  accomplishing  or 
transacting  the  more  important 
concerns  in  ever)day  life. 

Registration  Statement 

A  statement  describing,  in 
detail,  the  financial  condition 
of  a  corporation,  its  business, 
and  the  reasons  it  proposes  to 
offer  an  issue  of  stocks  or 
bonds  to  the  public. 

Revenue 

An  increase  in  owner's  equity 
arising  from  operations. 

Searcic  Warrant 

A  written  order  by  a  judge  or 
magistrate,  it  describes  the 
place  to  be  searched  as  well  as 
the  items  to  be  seized. 


SMurity 

A  stock,  bond,  note,  or  other 
(locuineiit  that  represents  a 
share  in  a  company  or  a  debt 
owed  by  a  company  or  govern- 
ment entity. 

Shell  Corporation 

A  corporation  that  has  no 
assets  or  liabihties,  simply  a 
charter  to  do  business. 

Singlo'Entry  A«ounting 

A  system  of  accounting  that 
makes  no  effort  to  Ijalaiic  e 
accounts. 

Silent  Partner 

A  partner  not  hable  for  debts  of 
the  partnership  beyond  the 
amount  of  his  or  her  invf^slmeiit 
in  the  partnership  and  who 
does  not  participate  in  manage- 
ment. Also  known  as  a  hmited 
partner. 

Stakeout 

A  common  term  lor  stationary 
smveillance. 

Sting 

A  short-term  inidercover  (»pera- 
tioii. 

Sto(li 

Ownership  of  a  corporation 
represented  by  shares  that  are 
a  claim  on  the  corporations 
assets  and  earnings. 


Stock,  capital.  Stock  that  is 
authorized  by  a  company's 
charter. 

Stock,  common.  Units  of  owner- 
ship in  a  company  that  allow 
the  owner  to  receive  dividends 
on  his  or  her  holdings. 

Stock,  issued.  The  number  of 
shares  of  stock  actually  sold  or 
distributed  by  a  corporation. 

Stock,  outstanding.  Issued  stock 
less  trea.'iury  .stock. 

Stock,  preferred.  The  class  of 
stock  entitled  to  preferential 
treatment  with  regard  to  divi- 
dends or  ivith  regard  to  the  dis- 
tribution ofassets  in  the  event  oj 
li(ptidation. 

Stock,  treasury.  Shares  of  .stock 
issued  and  subsecpiently  reac- 
quired by  the  corporation. 

Siotk  Certificate 

A  document  evidencing  owner- 
ship in  a  cDiporation. 

Stodcholders 

An  owner  of  an  incorporated 
business  with  the  ownership 
being  evidenced  by  stock  cer- 
tificates. 

Stock  Split 

An  exchange  (»f  the  shares  out- 
standing for  two  or  more  times 
their  number. 


Subpocno 

A  document  that  requires  a 
witness  to  af)pear  Ijefore  a 
grand  '}UTy  or  requires  the  wit- 
ness to  produce  records  and 
documents  for  the  grand  juiy. 

Substantive  Law 

The  body  of  law  that  creates, 
discovers,  and  defines  the 
rights  and  obligations  of  each 
person  in  society. 

Surplus,  Capital 

An  increase  in  owners  equity 
not  generated  through  the  coin- 
panys  earnings. 

Survaillance 

The  secretive  and  coiitiiujoiis 
obsen  ation  of  persons,  places, 
and  things  to  obtain  infonna- 
tioii  concerning  the  identity 
and  activity  of  individuals  sus- 
[KH'ted  of  violating  criminal 
laws. 

T-A«ount 

An  accounting  device  used  for 
recording  increases  and 
decreases  on  cither  side  of  ver- 
tical line,  with  account  title  on 
the  top. 

Tax  Evasion 

Committing  fraud  in  filing  or 
juiying  taxes. 


Torts 

A  terms  used  in  ci\  il  law,  it 
refers  to  the  private  wrongdo- 
ings between  individuals. 

Transaction 

The  exchange  of  goods  and  sei  - 
vices. 

Treasury  Bill 

A  short-term  security  offered 
by  the  U.S.  Government  with 
maturities  of  13  weeks,  36 
weeks,  and  52  weeks. 

Treasury  Bond 

A  long-term  security  offered  by 
the  U.S.  {government  with 
maturities  of  10  years  or  longer. 

Treasury  Note 

An  intermediate-term  security 
offered  by  the  U.S.  Government 
with  maturities  from  one  to  ten 
yeai-s. 

Tr\a\  Balance 

A  list  of  the  account  balances 
arranged  in  "balance  sheet 
order"  by  debits  and  credits 
with  adjustment  columns  for 
entries.  Used  as  a  basis  sum- 
maiy  for  financial  statements. 

Undercover  Operation 

An  investigative  tool  where  law 
enforcement  officers  or  private 
individuals  assume  an  identity 
other  than  their  own  for  the  pur- 
pose of  gathering  information 
relating  to  criminal  violations. 
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Underwriter 

A  person  or  firm  guaranteeing 
and  usually  participating  in  the 
marketing  of  securities  to  the 
public.  The  guarantee  states 
the  dollar  amount  the  under- 
writer guarantees  that  the  cor- 
poration will  receive  from  the 
sale. 

Underwriting  Syndicate 

A  group  of  underwriters  formed 
for  the  puipose  of  guaranteeing 
the  successful  sale  of  a  particu- 
lar issue  of  securities. 


Unit  and  Volume  Method 

An  indirect  method  of  proving 
unknown  or  illegal  sources  of 
funds  by  applying  price  or 
profit  figures  to  the  known 
quantity  of  business. 

United  States  Code 

A  multi-volume  publication  of 
the  text  of  statutes  enacted  by 
Congress. 

Voucher  System 

A  control  system  within  a  com- 
pany for  cash  payment. 

Worksheet 

An  accounting  device  used  to 
organize  accounting  data. 
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This  appendix  contains  a  listing 
of  selected  sources  of  business 
infomiation  anil  government 
records  available  to  the  finan- 
cial investigator. 

Business  Records 

Abstract  and  Title  Company 
RMords 

•  Maps  and  tract  hooks. 

•  Escrow  index  of  purchasers 
and  sellers  of  real  estate  (pri- 
nian  source  of  information) 

•  Escrow  files  (number 
obtained  from  index) 

•  Escrow  file  containing  escrow 
instmctions.  agreements,  and 
settlements 

•  Abstracts  and  title  policies 

•  Special  purpose  newspapers 
published  for  use  by  attorneys, 
real  estate  brokers,  insurance 
companies,  and  financial  insti- 
tutions. These  newspapers  con- 
tain complete  reports  on 
transfers  of  properties,  loca- 
tions of  properties  transferred. 
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amounts  of  mortgages,  and 
releases  of  mortgages. 

Agriculture  Records 

•  County  veterinarians 

•  Conunission  merchants 

•  Insurance  companies  (insure 
shipments) 

•  Transportation  companies 

•  Storage  companies 

•  County  and  stale  fair  boards 

•  County  farm  agents 

•  State  cattle  control  boartls 
(some  states  maintain  records 
of  all  cattle  brought  in  and 
taken  out  of  state) 

Automobile  Manufacturer  and 
Agency  Record 

•  Franchise  agreements 

•  Financial  statements  of 
df^alers 

•  New  car  sales  and  deliveries 
(used  car  purchases,  trade-ins. 
and  sales) 
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•  Service  department  (mileage, 
order,  and  delivery  signature  to 
indicate  presence  in  area) 

Bonding  Company  Records 

•  Investigative  and  other 
records  on  persons  and  firms 
bonded 

•  Financial  statements  and 
date 

•  Address  of  person  on  bond 

Specialiied  Commercial  Credit 
Organiiations 

•  United  Beverage  Bureau 

•  National  Fuel  Credit 
Association 

•  Jewelers  Board  of  Trade 

•  I. umhernierrs  Credit 
Association 

•  Produce  He|)orter  Com|)any 

•  Packer  Produce  Mercantile 
Agency 

•  Pa|)er  and  Allied  Trade 
Mercantile  Agency 

•  Kyon  Furniture  Meii-antile 
Agency 

•  American  Monument 
Association 

Credit  Reporting  Agencies 

The  Fair  Credit  Reporting  Act 
of  1071  restricts  tlie  availabil- 
ity of  iiiforiuatioM  from  credit 
re|)orting  agencies  to  govern- 


mental  investigative  agencies. 
Credit  reports  may  only  be  fur- 
nished: 

— In  response  to  the  order  of  a 
court  having  the  jurisdiction  to 
issue  such  an  order; 

— Upon  written  request  of  the 
consumer;  or 

— ^To  a  person  who  has  a  legiti- 
mate business  need  for  the 
information  in  regard  to  a  busi- 
ness transaction  involving  the 
consumer,  including  but  not 
limited  to  credit,  insurance, 
and  employment  purposes. 

There  is  no  specific  ex(re|J- 
tion  provided  in  the  act  that 
will  allow  law  enforcement 
agencies  to  obtain  credit 
reports  for  investigative  pur- 
poses. The  act  provides  crimi- 
nal penalties  for  obtaining 
infomiation  under  false  pre- 
tenses and  lor  unauthorized 
disclosures  by  officers  or 
employees  of  consumer  report- 
ing agencies. 

The  identifying  infomiation 
which  is  available  under  the 
act  is  limited  to  a  consumers 
name,  address,  former 
addresses,  place(s)  of  em|)loy- 
ment.  and  former  plac(  (s)  of 
eiii|)loymeiit. 

If  identifying  information  is 
needed  for  investigative  |)ur- 
poses  the  following  creilit 
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reporting  agencies  can  be 
checked: 

•  Local  credit  rating  and  col- 
lection agencies 

•  Local  office  of  National 
Association  of  Retail  Credit 
Men 

— Insurance  applicants 
— American  Service  Bureau 
— Hooper  Holmes  Agency 
— Retail  Credit  Company 

•  Mortgage  Loans 

— Ixtan  exchange  (clearing 
house  loan  information) 

— Retailers  Commercial 
Agency  (performs  credit  inves- 
tigations for  credit  cards,  bank- 
ing, and  mortgages) 

•  Transportation 

— TRINC  (furnishes  statistics 
on  the  trucking  industiy). 

— Motor  Can  ier  Dircctoiy  (lists 
motor  carriers  with  revenues 
totaling  S50,0()()  or  more). 

•  Manufacturers 

— The  "Census  Kile  of 
Manufacturers"  contains  a  cen- 
sus of  manufacturing  plants  in 
the  L  nited  States. 

•  Marketing  Services 

O  (  ( 


— Dun  and  Bradstreet,  Inc. 

— Market  Sei-vice  Bureau 

— Middle  Market  Director 
(business  guide  of  finns  with  a 
net  worth  between  SSOO.OO  and 
$1,000,000) 

— Million  Dollar  Directory 
(business  guide  finns  with  a  net 
worth  of  $1,000,000  or  more) 

— Metal  Working  Directory 
(marketing  director  of  metal 
working  plants  in  the  United 
States) 

— Vendor  Account  Services 
(used  by  retail  stores  in  pro- 
cessing accounts  payable,  buy- 
ing, and  merchandise  control) 

•  International 

— International  (Credit  Reports 
(a  division  of  Dun  and 
Bradstreet  which  furnishes 
credit  reports  on  overseas 
credit) 

— International  Market  Guides 
(Middle  and  South  America 
only) 

— Continental  Kurope  (lists 
Knropean  businesses  in  30 
countries) 

— (niide  to  Key  British 
Knterprises  (lists  prominent 
firms  throughout  the  I'nited 
Kingdom) 


ERIC 


— Synopsis  of  Dun-  Mexico 

— Synopsis  of  Dun-  Brazil 

— Reference  book-  Argentina 

— Bradstreet  Register 

Inteniational  Mercantile  Claims 
Division 

Department  Store  Re<orils 

•  Charge  accounts 

•  Credit  files 

Defe<tive  Agenty  Retords 

•  Investigative  files 

—Civil 
— Criminal 
— Commercial 
— Industrial 

•  Character  checks 

•  Fraud  and  blackmail  investi- 
gations 

•  Divorce  evidence 

•  Missing  persons  search 

•  Security  patrols  and  guards 

•  Undercover  agents 

•  Shadow  work 

•  Lie  detector  tests 

•  Personnel  screening  and  iin- 
gerprinling 

•  Senicc  checking 

•  Keslauranis 

o  •  ■  - 


•  Public  transportation 

•  Stores 

Distributors'  Records 

•  Wholesale  toiletrv  (cash 
rebates  are  paid  by  toiletry 
manufacturers).  Details  of 
available  contracts  which  pay 
rebates  to  wholesale  toiletrv' 
distributors  are  contained  in 
publications  issued  by  the 
Toiletrv'  Merchandisers 
Association.  Inc.,  230  Park 
Aveime,  New  York.  N.Y. 
10017,  and  the  Druggist 
Sen  ice  Council.  Inc..  1290 
Avenue  of  the  Anierictas.  New 
York.,  N.Y.  10019 

•  Gambling  equipment 

•  \^  ire  service 

•  Factor)',  farm.  home,  office 
equipment,  etc. 

Drug  Store  Records 

•  Prescription  records  (name, 
address,  dale,  and  physician 
issuing  prescription) 

Fraternal,  Veterans,  labor. 
Social,  and  Political 
Organizatbn  Records 

•  Membership  and  attendance 
records 

•  Dues,  contributions,  and 
payments 

•  Locations  and  hislon,'  of 
members 


Hospital  Records 

•  Entr\'  and  release  dates 

•  Payments  made 

Hotol  Records 

•  Identity  of  guest 

•  Payments  made  by  guest 

•  Credit  record 

•  Fonvarding  address 

•  Reservations  for  travel 
(transportation  companies  and 
other  hotels) 

•  Telephone  calls  made  to  and 
from  room 

•  Freight  shipments  and  lug- 
gage (in  and  out) 

Insurance  Company  Records 
(life,  accident,  fire,  burglary, 
automobile,  and  annuity 
policies) 

•  Applications  (background 
and  financial  information, 
insurance  carried  with  other 
companies) 

•  Fur  and  je\velr\-  floaters 
(appraised  value  and  (lescri|)- 
tion) 

•  Customers'  ledger  cards 

•  Policy  and  mortgage  loan 
accounts 

•  Dividend  payment  records 

•  Cash  value  and  other  net 
\v(»rth  data 


•  Correspondence  files 

•  Payment  records  on  termina- 
tion, losses,  or  refunds  on  can- 
cellations 

•  Payments  to  doctors,  lawyers, 
appraisers,  and  photographers 
hired  directly  by  the  insurance 
company  to  act  for  the  company 
or  as  an  independent  expert 

laundry  and  Dry  Cleaning 
Records 

•  Marks  and  tags  (marks  are 
sometimes  invisible  and  are 
brought  out  by  use  of  ultraviolet 
rays) 

•  Files  of  laundry  marks 

— Local  or  State  police  depart- 
ments 

— National  Institute  of  Dr\' 
Cleaning,  Inc.,  Washington,  D.C. 

lenders  Exchange  or  Consumer 
loan  Exchange 

An  organization  known  as  the 
Consumer  Loan  Exchange  or 
lenders  Exchange  exists  in  all 
of  the  large  cities  in  the  United 
States,  as  well  as  in  some  of  the 
smaller  cities.  It  is  a  nonprofit 
organization  supported  by  and 
for  its  members.  Most  the  lend- 
ing institutions  are  members  of 
the  exchange.  It  can  supply 
information  concerning  open 
and  closed  loan  accounts  with 
member  c(»mpanies.  and  is  a 
good  source  of  general  back- 
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ground  information.  These 
organizations  are  not  listed  in 
directories  or  teleplu)ne  hooks. 
Their  location  in  a  city  may  be 
obtained  through  local  lending 
agencies. 

National  Charge  Plan  RMords 

National  agencies,  such 
American  Express.  Di  net's 
Club,  and  Carte  Blanche,  which 
provide  credit  cards  for  use  in 
charging  travel,  entertainment, 
goods  and  sen  ices,  can  deter- 
mine whether  an  individual  or 
business  has  an  account  from 
their  central  index  files.  If 
details  of  the  account  arc 
needed,  infonnation  recjuests 
should  indicate  w  hether  only 
copies  of  the  monthly  state- 
ments or  copies  of  both  the 
statements  and  charge  slips  are 
desired,  name,  social  security 
number,  the  time  period  to  be 
coNcrcd.  the  subjects  address, 
and  the  name  and  address  of  the 
subject "s  em|)l()yer  or  business. 
Ke(iuests  should  be  directed  to: 

American  Kxpress  Com|)auy. 
770  Uroadway.  New  ^ork.  N.Y. 
lOOOH.  and  Diners  Club/Carte 
iilaiiche.  Adjustment 
Department.  180  Inverness 
Drive  West.  Knglcwood.  (  .0 
HOll  I. 


Newspaper  Records  (from  a 
newspaper's  morgue) 

•  Relatives,  associates,  and 
friends 

•  Previous  places  of  eiuploy- 
ment  (einployee  or  company 
publications) 

•  Police  and  FBI  files 

•  Schools  (vearbooks.  school 
papers,  etc.) 

•  License  bureaus  (drivers, 
chauffeurs,  taxis,  etc.) 

•  Militarv- departments 

•  Fraternal  organizations 

•  Church  groups 

•  Race  tracks 

•  Nightclub  or  sidewalk  photog- 
ra|)hei-s  aiul  |)hotogra|)hy  studios 

Public  Utility  Company  Records 

•  Present  and  previous 
address  of  subscriber 

•  Payments  made  for  service 
and  "major"  purchases 

Publications 

•  Who's  Who  in  Amcri(  (t  and 
\arious  States 

•  Tax  sci  vices 

•  City  directories 

•  HUUmmi  (amusements,  coin- 
niacliines,  luniescjue,  drive-ins. 
fairs,  state,  radio.  TV.  magic. 


music  machines,  circuses,  rinks, 
vending  inachines.  movies,  let- 
ter lists,  and  obituaries) 

•  Variety  (literature,  radio,  T\'. 
music,  state,  movies,  obituar- 
ies, etc.) 

•  American  Racing  Manual 
(publisbed  by  Triangle 
Publications,  inc..  10  Lake 
Drive.  P.O.  Box  :J15. 
Higbstown.  New  Jersey  08520). 
Records  showing  amounts  paid 
to  owners  of  winning  horses  by 
each  race  track  in  the  United 
States.  Canada,  and  Mexico 

•  Professional,  trade,  and 
agriculture  directories  and 
magazines 

•  Moody's  Investors  Serricc  Inc. 

•  Standard  and  Poor's 
Corporation 

Real  Estate  Agency  or  Savings 
and  Loan  Association  Records 

•  Pro|)ei1\  transactions 

•  Financial  statements 

•  Payments  made  and 
received  (settlement  sheets) 

•  (Credit  files 

•  lx)an  a|)|)licati()iis.  These  do 
not  contain  (|uite  the  same 
information  as  loan  a|)|)licatioiis 
given  to  a  bank.  A  savings  and 
loan  association  de|)ends  |)n- 
fiiarily  upon  real  estate  security 


rather  than  upon  other  assets 
and  liabilities  of  a  borrower. 

Telephone  Company  Records 

•  Lxjcal  directories,  librar\  of 
'"out  of  city"  directories 

•  Message  unit  detail  sheets  (in 
soine  areas)  which  list  numbei-s 
called  by  a  particular  telephone 

•  Investigative  reports  on  tele- 
phones used  for  illegal  jiuiposes 

•  Payments  for  ser\  ice 

•  Toll  calls.  Because  of  the 
existence  of  more  than  (me  long 
distance  earner,  toll  records  of  a 
local  phone  company  may  be  an 
incomplete  listing  of  such  calls. 
There  may  be  a  second  tele- 
|)hone  bill  from  another  coin- 
|)aiiy.  such  as  GT&Fl  or  VK^l. 

Transportation  Company 
Records 

•  Passenger  lists,  reservations 

•  Destinations 

•  Fares  paid 

•  Freight  carrier-shi|)|)ers. 
destinations,  and  storage  |)oints 

•  l)e|)ai1ur»'  and  arrival  times 

Government  Records 

state  Police  (Central  Records 
Section) 

•  Criminal  cases 

•  Criminal  intelligence 


•  Inflammable  liquid  installa- 
tions 

•  Fireamis  registrations 

•  Investigations  conducted  for 
other  departments 

•  Traffic  arrests  antl  motor 
vehicle  accident  investigations 

•  Noncriminal  and  criminal 
fingerprint  records 

•  "Rogues  gallery" 

•  Investigation  of  aviation 
Riles  and  non-carrier  civilian 
aircraft  accitlents 

•  Police  training  school  files 
City  Police 

•  Criminal  identification 

— Recortls  of  airests.  acci- 
dents, and  general  information 

— Alphabetical  indexes  of 
ever\  complainant  or  suspect 

— "Aided"  cards  (citizen  assis- 
tance) 

— Cun  |)ermits  or  applications 
and  registrations 

— Lost  or  stolen  articles 

— Pawn  shop  files 

— Towctl  or  reposscsseil  autos 

— Ambulance  files 

— Business  information  files 


— "Scofflaw  fdes"  (consistent 
violator  of  minor  offense-  pri- 
marily traffic) 

•  Other  divisions 

— Criminal  division  files 

— Forger)'  squad  (check  squad) 

— ^Juvenile  division 

— Morals  or  vice  squatl  files 

— Narcotics  bureau 

— Organized  crime  division 

— Police  force  personal  histon*' 
files 

— Public  relations  office  (press 
file) 

— Traffic  tlivision  files 

Small  Town  Police 

•  Criminal  index  cards 

•  Criminal  anest  cards 

•  Accident  reports 

•  Complaint  fomis 

•  Offense  reports 

County  Police  (Slieriff) 

•  Criminal  reccjrds 

— Crimes  involving  bodiK  vio- 
lence 

— Crimes  involving  theft 

— Crimes  invoking  worthless 
I'hccks 


— Personal  histor\'  sheets  on 
people  connected  with  the 
crimes 

— ^Juvenile  division  records 
— County  business  owners 

•  Traffic  records 

— Name,  address,  license  plate 
number,  drivers  license  num- 
ber, arrest  number,  date  and 
place  of  birth,  sex.  color,  age, 
occupation,  height,  weight, 
complexion,  color  of  hair,  eyes, 
marks,  and  facts  of  arrest 

National  Sheriffs  AssMiation 
DirMtory 

•  List  of  State  institutions  and 
their  superintendents 

•  State  and  Federal  enforce- 
ment agencies  and  territorial 
jurisdictions 

•  Associate  members  ol 
National  Sheriffs  Association 

•  County  sheriffs 

•  Address  of  National  Auto 
Theft  Bureau 

Otiicr  Stat*  and  local  law 
Enforcomont  and  Quasi-low 
Enforcomont  Organizations 

•  Specialized  police  organiza- 
tions 

•  Public,  semi-public,  and  |)ri- 
vale  (Hganizations 

•  Tlie  industrial  security  t»flicer 


•  International  Association  of 
Chiefs  of  Police 

•  The  monthly  police  adminis- 
tration review  list  of  police 
publications 

State  and  local  Court  Records 

Typically,  there  are  three  levels 
of  courts  within  the  State  sys- 
tem. There  is  a  Trial  Court, 
where  most  litigation  begins, 
an  Appellate  Court,  which  is 
the  first  level  of  appeal,  and 
Court  of  Final  Appeal. 
Sometimes  you  will  find  a  court 
below  the  Trial  Court  which 
works  much  like  the  magistrate 
does  in  the  Federal  system. 

Most  litigation,  such  as 
divorce  or  breach  of  contract, 
takes  place  in  the  State  and 
local  system.  Documents  sub- 
mitted to  the  court  in  connec- 
tion with  a  divorce  are 
particularly  helpful  in  financial 
investigations.  It  is  not  unusual 
for  detailed  asset  and  liability 
information  to  be  present  in  a 
divorce  file. 

Probate  records  describing 
estates  and  distribution  of 
estates  aie  also  found  in  the 
Stale  and  local  court  system. 
Tlu'se  may  be  particularly 
helpful  in  negating  nontaxable 
sources  of  cash. 

Auylime  a  person  is  inv(»lv<'d 
in  a  civil  action,  whether  it  be 


ERIC 


383 


ERIC 


for  breach  of  contract  or  some 
type  of  negligence  action,  a 
wealth  of  bar-kground  informa- 
tion on  the  individual  is  usu- 
ally provided  lo  the  opposing 
party  through  the  court.  A 
record  of  this  infonnation  will 
be  kept  in  the  case  files  of  the 
court  and  is  available  to  an 
investigator. 

Federal  Government 
Records 

BurMU  ol  Alcohol,  Tobacco, 
and  Firoarms  (ATF) 

•  Distillers,  brewers,  and  per- 
sons or  firms  who  manufacture 
or  handle  alcohol,  as  a  sideline 
or  main  [)roduct 

•  Inventor)  or  retail  liquor 
dealers  and  names  of  suppliers 
as  well  as  amounts  of  'i(}Uor 
I)urchased  by  brand 

•  Names  and  records  of  known 
boolU'ggers 

•  Names  of  subjects  of  investi- 
gations by  ATF 

•  Processors,  niaiiulaclurers. 
and  wholesalers  of  tobacco 
|)roducls 

•  List  of  all  Federal  firearms 
license  holders,  including 
inanufacliirers.  ini|)()rlers.  and 
dealers 

•  List  of  all  Federal  explo- 
sives license  holders,  includ- 


ing  manufacturers,  importers 
and  dealers 

•  For  weapons  manufactured 
or  imported  after  1986,  capa- 
bility of  tracing  any  firearm 
from  manufacturer  or  importer 
to  retailer 

Bureau  ol  tho  Public  Debt 

•  U.S.  savings  bonds  pur- 
chased and  redeemed 

•  Requests  for  information 
must  be  addressed  to: 

Bureau  of  the  Public  Debt 
Division  of  Transactions  and 
Rulings 

200  Third  Street 
Parkersburg,  V^esl  Virginia 
26101 

Federal  Aviation  Agency  (FAA) 

This  agency  maintains  records 
which  reflect  the  chain  of  own- 
ership of  all  civil  aircraft  in  the 
United  Stales.  These  records 
include  documents  relative  lo 
ifieir  manufacture  and  sale 
(sales  contracts,  bills  of  sale, 
mortgages,  liens,  transfers, 
inspections,  and  modifica- 
tions). They  also  maintain 
licensing  and  medical  informa- 
tion on  [)ilots. 

Federal  Aviation  Adminislrulion 
Civil  Aviation  Security  Division 
AA(:-f)().  P.O.  Box  2S()82 
Oklahoma  tlily.  Oklahoma 
73125 


Dapartmrnt  of  Agricultur* 

•  Licensed  meat  packers  and 
food  canners 

•  Inspections  made  under 
Pure  Food  and  Drug  Act 

•  Transactions  with  individu- 
als and  businesses  (subsidies 
and  adjustments) 

Department  of  Defense 

The  Department  of  Defense 
maintains  data  concerning  pay, 
dependents,  allotment  accounts, 
deposits,  withholding  state- 
ments (Forms  W-2).  and  any 
other  financial  infonnation  rela- 
tive to  military  personnel.  This 
information  is  available  at  one 
the  following  offices,  depending 
upon  the  branch  of  the  Armed 
Forces  to  which  the  individual 
was  or  is  presently  attached: 

I'nited  States  Army  Finance 
Center 

Indianapolis.  Indiana  46249 
Request  must  include  the  com- 
|)lete  name  and  Army  serial 
number 

Air  Force  Finance  Center 
RPIT 

Denver.  Colorado  80270 

Director,  iinrcan  (»f  Sui)plics 
and  Accounts 
Department  of  the  Navy 
l."?tb  and  Euclid  Streets 
Cleveland,  Ohio  44115 


Department  of  the  State 

•  Import  and  export  licenses 

•  Foreign  infonnation 

•  Passport  records  (date  and 
place  of  birth  required).  Recent 
data  may  be  obtained  from  the 
local  district  court. 

Drug  Enforcement 
Administration  (DEA) 

•  Licensed  handlers  of  nar- 
cotics 

•  Criminal  records  of  users, 
pushers,  and  suppliers  of  nar- 
cotics 

federal  Bureau  of 
Investigation  (fBI) 

•  Criminal  records  and  finger- 
prints 

•  Anonymous  Letter  Index 

•  National  Stolen  Property 
Index  (stolen  Cioverimieiit 
property,  including  militaiy 
property) 

•  Nonrestricted  information 
pertaining  to  criminal  offenses 
and  subversive  activities 

•  National  Fraudulent  (^heck 
Index 

U.S.  Customs  Service 

•  Record  of  import(Ts  and 
exporters 

•  Record  (»!  custom  bouse  bro- 
kers 


•  .lecord  of  custom  house 
truckers  (cartage  licenses) 

•  List  of  suspects 

•  Records  of  persons  who 
transport  or  cause  to  be  trans- 
ported currency  of  more  than 
810,000,  or  certain  monetary- 
instruments  at  one  time  into  or 
out  of  the  United  States 

U.S.  SMret  Strvlct 

•  Records  pertaining  to  coun- 
terfeit, forgery,  and  United 
States'  security  violation  cases 

•  Records  pertaining  to  anony- 
mous letters  and  background 
files  on  persons  who  write 
"crank"  letters 

•  Secret  Sen  ice's  central  files 
in  Washington.  D.C.,  contain  an 
estimated  100,000  handwriting 
specimens  of  known  forgers.  An 
electronic  information  retrieval 
system  facilitates  comparison  of 
questioned  handwriting  with 
the  specimens  on  file  for  identi- 
fication purposes. 

U.S.  Postal  ScrviM 

•  Mail  watch  or  cover 

•  Cunent  or  fonvarding 
addresses  of  sul)jects  and  third 
parties 

•  Photostats  of  pc)slal  money 
orders.  Hecuiesis  ior  such 
records  must  be  addressed  to: 


Money  Order  Division 
Postal  Data  Center 
RO.  Box  14965 
St.  Louis,  Missouri  63182 

•  Addresses  of  post  office  box 
holders.  These  requests  should 
be  made  only  when  efforts  to 
obtain  the  information  from 
other  sources  are  unsuccessful. 
Information  can  be  obtained 
from  the  Inspector-in-Charge  or 
Postal  Inspector.  Check  with 
the  local  post  office  to  learn  the 
identity  of  the  inspector  who 
can  furnish  the  information. 

Immigration  and 
Naturalization  Sorvlco  (INS) 

•  Records  of  all  immigrants 
and  ahens 

•  Deportation  proceedings 

•  Passenger  manifests  and 
declarations  (ship,  date,  and 
point  of  entry  required) 

•  Naturalization  records 
(names  of  witnesses  to  natural- 
ization proceedings  and  people 
who  know  the  suspect) 

•  Lists  of  passengers  and  crews 
on  vessels  from  foreign  ports 

•  Financial  statements  of 
aliens  ancl  persons  sponsoring 
their  entiT 

Intorstato  Commorco 

Commission  (ICC) 

The  ICC  has  infoniialion  con- 


ERIC 


ceming  individuals  who  are  or 
have  been  officers  of  transporta- 
tion firms  engaged  in  interstate 
commerce.  This  information 
includes  the  officers  employ- 
ment and  financial  affiliations. 

In  addition  to  the  record 
information  available  from  the 
ICC,  most  safety  inspectors  of 
the  ICC  are  good  sources  of 
"reference"  information 
because  they  have  personal 
knowledge  of  supervisory 
employees  of  the  various  carri- 
ers in  their  region. 

IRS  National  Computer  Conter 

The  National  Computer  Center 
is  located  in  Martinsburg,  West 
Virginia  and  it  maintains  the 
Master  File,  a  tax  record  of  all 
known  taxpayers.  The  Master 
Kile  is  designed  to  accunmlate 
all  data  pertaining  to  the  tax 
lial)ilities  of  all  taxpayers, 
regardless  of  location.  The 
Master  File  is  separated  into 
several  categories.  Two  of  the 
categories  are  the  Business 
Master  File  and  the  Individual 
Master  File. 

Socuritiof  and  Exchangt 
Committion  (SEC) 

•  Records  of  eoqiorate  regis- 
trants of  securities  offered  for 
public  sale,  which  usually  show: 

— A  description  of  registrant's 
properties  and  business 
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— A  description  of  the  signifi- 
cant provisions  of  the  security 
to  be  offered  for  sale  and  its 
relationship  to  the  registrant's 
other  capital  securities 

— Infomiation  as  to  the  man- 
agement of  the  registrant 

— Certified  financial  state- 
ments of  the  registrants 

•  Securities  and  Exchange 
Commission  News  Digest  (a 
daily  publication  giving  a  brief 
summan-  of  financial  proposals 
files  and  the  actions  taken  by 
the  SEC) 

•  The  SEC  Bulletin  is  issued 
quarterly  and  contains  informa- 
tion of  official  actions  with 
respect  to  the  preceding  month. 
It  also  contains  a  supplement 
which  lists  the  names  of  indi- 
viduals reported  as  being 
wanted  on  charges  of  violations 
of  the  law  in  connection  with 
securities  transactions.  It  is 
available  upon  request  at  any 
of  the  SEC  regional  or  branch 
offices  in  the  following  cities: 

Atlanta.  C,\ 
Miami.  FL 
Boston.  MA 
New  York.  NY 
(Chicago,  lb 
Philadelphia.  PA 
Cleveland,  on 
Salt  bake  Citv.  I  T 


Denver,  CO 
San  Francisco,  CA 
Detroit,  MI 
Seattle,  WA 
Fort  Worth,  TX 
St.  Louis,  MO 
Los  Angeles,  CA 
Washington,  D.C. 

•  The  SEC's  Securities 
Violations  Section  maintains 
comprehensive  files  on  individ- 
uals and  firms  who  have  been 
reported  to  the  Conmiission  as 
having  violated  Federal  or  State 
securities  laws.  The  infoniiation 
pertains  to  official  actions  taken 
against  such  persons,  including 
denials,  refusals,  suspensions, 
and  revocations  of  registrations: 
injunctions,  fraud  orders,  stop 
order,  cease  and  desist  ordei-s: 
and  aiTesIs,  iiidictnienis,  con- 
victions, sentences,  and  other 
official  actions. 

Social  Security  Administration 

The  Social  Security 
Administration.  head(iuarlcred 
in  iialtiniore.  is  responsible  for 
the  issuance  of  social  security 
numbers.  Records  on  social 
security  f)aid  by  an  individual 
or  business  arc  n(»t  available 
f(»r  review  by  die  pi'blic. 

[fa  social  security  mmibcr  is 
known,  it  might  l(>ad  to  heipfid 
information  regarding  the  loca- 
tion in  which  the  card  was 


issued.  Since  many  people 
apply  foi  a  social  security  num- 
ber at  a  young  age,  this  in  turn 
can  lead  to  locating  the  place 
of  birth  of  an  individual.  There 
are  nine  digits  in  the  social 
security  number.  With  the 
exception  of  the  700  series,  the 
first  three  digits  reflect  the  state 
of  issue.  The  last  six  digits  are 
individual  identifiers.  The  table 
on  the  next  page  contains  a 
listing  of  the  states  of  issue  of 
the  first  three  digits. 


InHhil  Nwnbtn 

Slate  of  issHOMt 

lalliiJ  liuMharc 
IMIIQI  nvninvis 

ClOtA  fi{  IsfUOMA 

001  -  003 

N«nv  Hampshire 

627  -  645 

Texas 

004  -  007 

Maine 

4(>8  -  477 

Minnesota 

008  -  009 

Wrmont 

478  -  485 

Iowa 

010  -  034 

Mastiaehuselts 

486  -  500 

Missouri 

035  -  039 

Rhode  Island 

501  -  502 

North  Dakota 

040  -  049 

Connecticut 

503  -  504 

South  Dakota 

050  -  134 

New  York 

505  -  50:i 

Nehraska 

135-158 

New  Jersey 

.509  -  515 

Kansas 

159  -  211 

Pennsylvania 

=:  1  /v       I  7 
«>  1 1)  -  O  I  * 

m  v'l  I  icii  ici 

212-220 

Maryland 

518-519 

Idaho 

221  -222 

Delaware 

520 

Vi'yoniing 

223  -  231 

Virginia 

.521  -  .524 

(>olorado 

232  -  236 

West  X'irginia 

525.  .585. 

(>48  -  649all()cated.not 

New  Mexico 
in  use 

237  -  246.  2.32 

with  middle  digits  30 

North  Carolina 

.526  -  .527 
600-601 

Arizona 

247  -251 

South  Carolina 

.528 -.529  Itali 
646  -  6 17  allocated,  not  in  use 

252  -  260 

(^•■oritia 

.5.30 

Nevada 

261 -267 
589  -  595 

Florida 

53 1  -  539 

Washington 

268  -  302 

Uluo 

.540  -  .544 

Oregon 

.i()3  -  31  1 

1  nd  iaiia 

515-573 
602  -  626 

California 

318  -  .3()1 

III:..  . 

Illinois 

574 

Alaska 

362  -  .386 

Michigan 

575  -  576 

Hawaii 

387  -  .399 

\\  isconsiii 

577  -  579 

Washington.  DC 

KM)  -  K)7 

t-  ciituck) 

580  groups  01  -  18 

\  irgiu  Islands 

K)8-  U5 

Tennessee 

.580  (groups  alio\c  20) 
.581.  .596 -.599 

Pucilo  Kico 

416-421 

Malianui 

58() 

(luaiii.  -Xnicrican 
Sunioa.  Noilhern 
Mariana  Islands. 
Philippine  Islands 

t25  -  t2H.  587 

.588  iilloriilcd.  not  ill  iiM- 

\lississi|)|)i 

700  -  728 

Uailroad  employ ce> 
.  with 
special  rcliremeiil  act 

129  -  132 

\r^ian^as 

1.33  -  1.39 

Louisiana 

1  K)  -  1 18 

Oklahoma 

Vetarans  Administration  (VA) 

•  Records  of  loans,  tuition 
payments,  insurance  payments, 
and  nonrestrictive  medical  data 
related  to  disability  pensions 
are  available  at  regional  offices. 
This  informativ.  i  including 
photostats,  may  be  obtained  by 
writing  the  appropriate  regional 
office.  All  requests  should 
include  a  statement  covering 
the  need  and  intended  use  of 
the  information.  The  veteran 
should  be  identified  clearly 
and,  if  available,  the  following 
information  should  be  fur- 
nished: 

— VA  claim  number 

— Date  of  birth 

— Branch  of  ser\'ice 

— Dates  of  enlistment  and  dis- 
charge 

Federal  Rtsarve  Banit  (FRB) 

•  Records  of  issue  of  United 
States  Treasury  Bonds 

United  States  Coast  Guard 

•  Records  of  persons  serving 
on  United  States  ships  in  any 
capacity 

•  Records  of  vessels  equipped 
with  pcrnuuuMitly  installed 
motors 

•  Records  of  vessels  over  1 6 
feet  long  equipped  with  detach- 
able motoi-s 


Ih-easurer  of  tiie  United  States 

Checks  paid  by  the  U.S. 
Treasury  are  processed  through 
the  Office  of  the  Treasurer  of 
the  United  States.  Photostats  of 
the  canceled  checks  may  be 
obtained  by  initiating  a  request 
through  the  U.S.  government 
agency  which  authorized  the 
check. 

Nntional  Crime  information 
C«»nter  (NCiC) 

The  National  Crime  Information 
Center  is  a  repository  of  data 
relating  to  crime  and  criminals 
gathered  by  local.  State,  and 
Federal  law  enforcement  agen- 
cies. The  NCIC's  computer 
equipment  is  located  at  FBI 
Headquarters  in  Washingt(m, 
D.C.  The  present  equipment  is 
capable  of  accommodating 
nearly  2  million  records  on 
criminal  activities.  In  a  matter 
of  seconds,  stored  infoniiation 
can  be  retrieved  through  equip- 
ment in  the  telecommunica- 
tions network.  Connecting 
terminals  are  located  through- 
out the  country  in  police 
departments,  sheriff s  offices. 
State  police  facilities,  and 
Federal  law  enforcement  agen- 
cies. Dispatchers  can  respond 
quickly  to  re(juests.  NCIC.  as 
well  as  operating  statewide  sys- 
tems, fiirnislies  computerized 
data  in  a  matter  of  seconds  to 


all  agencies  participating  in  the 
centralized  State  systems.  The 
goal  of  NCIC  is  to  serve  as  a 
national  index  to  fifty  statewide 
computer  systems  and  heavily 
populated  metropolitan  area 
systems. 

NCIC  Headquarters  might 
be  compared  to  a  large  auto- 
mated "file  cabinet"  with  each 
file  having  its  own  label  or 
classification.  Such  a  cabinet  of 
data  contains  information  con- 
cerning: 

Stolen,  missing,  or  recovered 
guns 

Stolen  articles 

Wanted  persons 

Stolen/wanted  vehicles 

Stolen  license  plates 

Stolen/wanted  boats 

Stolen/embezzled/missing 
securities 

National  Law  Enfforc«m«iit 
TtlMommunicationt  Systam 
(NLETS) 

NLETS  is  a  computerized  com- 
munication network  linking 
State  and  local  enforcement 
agencies  in  all  50  States.  It  can 
provide  information  such  as 
criminal  history,  drivers 
licenses,  and  vehicle  registra- 
tion. 


El  Paso  Intolligonco  Contor 

(EPIC) 

EPIC  is  a  multi-agency  opera- 
tion that  collects,  processes, 
and  disseminates  information 
on  narcotics  traffickers,  gun 
smugglers,  and  alien  smugglers 
in  support  of  ongoing  fieid 
investigations. 

If  a  suspect  is  or  has  been 
engaged  in  any  of  the  previ- 
ously mentioned  activities,  it  is 
possible  that  EPIC  will  have 
intelligence  information  on  him 
or  her.  This  information  might 
include  the  name  of  the  indi- 
vidual, his  or  her  known  activi- 
ties, significant  events, 
associations  among  individuals 
or  activities,  aircraft  or  vessels 
used  by  the  subject,  observa- 
tions of  both  foreign  and 
domestic  movements  of  the 
subject,  and  his  or  her  associ- 
ates and  their  aircraft  or  ves- 
sels. EPIC  also  provides  the 
name,  agency,  and  telephone 
number  of  each  investigator 
having  expressed  an  interest  in 
or  having  data  regarding  a  sub- 
ject. EPIC  records  often  contain 
substantial^nanc/a/  infomia- 
tion  relative  to  the  subject. 

Intornatlonal  Criminal  Polico 
Organiiation  (Intorpol) 

Interpol  is  an  international 

police  agency  with  bureaus  set 

up  in  member  countries.  In  the 


United  States,  the  National 
Central  Bureau  is  under  the 
direction  and  control  of  the 
Departments  of  Justice  and 
Treasury. 

The  National  Central  Bureau 
can  assist  in  such  things  as 
criminal  history  checks,  license 
plate  and  drivers  license 
checks,  and  the  location  of  sus- 
pects, fugitives,  and  witnesses. 

The  Federal  Courts 

This  system  is  basically  a  three 
step  process.  The  first  step  is 
the  U.S.  District  Court:,  the 
second,  the  U.S.  Court  of 
Appeals;  and  the  third,  the 
U.S.  Supreme  Court.  Since 
most  court  records  are  similar, 
we  will  only  deal  with  the  U.S. 
District  Coiirt  in  this  appendix. 

•  U.S.  District  Courts 

There  are  U.S.  District 
Courts  in  everv'  Slate  (the  hr^er 
Slates  have  seveial)  and  in  the 
District  of  Columbia,  Guam. 
Puerto  Rico,  the  Canal  Zone, 
and  the  Virgin  Islands. 

The  U.S.  District  Court  has 
exclusive  jurisdiction  in  bank- 
ruptcy, maritime  and  admiralty, 
patents,  copyright  penalties, 
fines  under  Federal  law,  and 
proceedings  against  c(»nsul  and 
vice  consuls  (tf  foreign  stales.  In 
addition,  it  bus  jurisdiction 
when  the  United  Slates  (tra 
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national  bank  is  a  party,  and  in 
cases  where  the  law  specifically 
states  that  the  U.S.  District 
Court  has  original  jurisdiction. 

The  U.S.  District  Courts 
have  concurrent  jurisdictions 
with  State  courts  on  "Federal 
questions"  when  the  dispute 
arises  under  the  Constitution, 
laws,  or  treaties  of  the  United 
States;  disputes  between  citi- 
zens of  different  States;  one 
U.S.  citizen  and  one  citizen  of  a 
foreign  state;  or  a  citizen  and  a 
foreign  state. 

The  U.S.  District  Court  has 
broad  criminal  jurisdiction 
over  all  offenses  against  the 
laws  of  the  United  States. 
When  both  Federal  and  State 
laws  are  violated  by  one  com- 
mitting a  crime,  the  offender  is 
subject  to  prosecution  in  both 
the  Federal  and  State  courts  for 
the  separate  crimes. 

The  flies  of  the  clerk "s  office 
of  a  U.S.  District  Court  are  not 
as  complex  as  those  of  a  Stale 
court  of  original  jurisdiction. 
For  the  investigator,  the  most 
important  records  in  the  cus- 
tody of  a  cleric  of  a  U.S.  District 
Court  are  the  case  records. 
These  records  consist  of  the 
files  (case  papers),  the  miiuiles. 
and  the  dctcke-ls. 

— The  files  consist  (»f  pb-ad- 
ings,  processes,  and  written 


orders  and  judgments  of  the 
court,  and  such  other  papers  as 
pertain  directly  to  the  case. 

— The  minutes  record,  in  sum- 
mary form,  of  what  happened 
during  the  proceedings.  In 
some  courts,  the  minutes  are  an 
integral  part  of  the  file. 

— ^The  docket  sheet  on  each 
case  is  a  chronological  sum- 
mary, not  only  of  what  takes 
place  in  court,  hut  also  of  the 
papers  in  the  file.  The  docket 
sheet  can  be  very  valuable  to 
an  investigator  who  is  looking 
for  only  one  item  in  a  huge  file. 
In  most  U.S.  District  Courts 
there  are  separate  sets  of  dock- 
ets for  bankruptcy,  and  civil 
and  criminal  cases.  Some 
clerks  have  found  it  to  their 
ad\  antagc  to  keep  a  set  of  mis- 
cellaneous dockets,  and  most 
clerks  keep  the  docket  sheets 
for  closed  cases  in  a  se{)arate 
area. 

The  clerk  of  a  district  court 
will  have  a  record  of  banking 
institutions  that  have  been  des- 
ignated as  depositories  for 
money  of  estates  in  bankruptcy. 

The  I'nited  States  District 
(Courts  have  jurisdiction  to  nat- 
uralize aliens  and  maintain 
copies  of  the  certilicates  of  nat- 
uralization as  well  as  a  name 
index  of  tin*  individuals  natu- 
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ralized.  If  an  alien  elects  to 
change  his  or  her  name  at  natu- 
ralization, both  the  old  an  new- 
name  appears  in  the  index.  In 
addition,  a  copy  of  the  subject's 
Application  to  File  Petition  for 
Naturalization  appears  in  the 
court  records.  This  form  (N- 
400)  contains  considerable 
information  about  the  alien 
being  naturalized. 

•  Other  FVderal  Courts 

To  handle  particular  types  of 
cases.  Congress  has  estab- 
lished special  courts.  They  are 
described  in  the  Guide  to  Court 
Systems  as  follows: 

— Court  of  Claims —  The  U.S. 
Government  permits  certain 
claims  to  be  brought  against 
itself  in  the  U.S.  Court  of 
Claims. 

— U.S.  Customs  (.ourt — 
When  certain  merchandise  is 
imported  into  the  United  States, 
customs  duties  have  to  be  paid 
to  the  U.S.  Government. 
Customs  collectors  at  various 
ports  in  the  United  States  clas- 
sify merchandise  cUid  ap[)raise 
it.  \\  hen  an  importer  complahis 
on  the  rate,  or  that  the  mer- 
chandise was  improperly 
excluded,  the  U.S.  Customs 
Court  is  the  court  to  which  the 
case  must  be  brought.  Appeals 


Appendix  B 


This  appendix  contains  infor- 
mation regarding  the  American 
Bankers  Association  prefix 
numbers  of  cities  and  states 
and  a  Hsting  of  Federal 
Resene  Districts. 

Federal  Reserve  Districts 


1  - 

Boston 

2- 

New  York 

3- 

Philadelphia 

4- 

Cleveland 

S  - 

Richmond 

6- 

Atlanta 

i  - 

Chicago 

8- 

St.  Louis 

9- 

Minneapolis 

10- 

Kansas  City 

1]  - 

Dallas 

12- 

San  Francisco 

AmwkaM  loikm  Assodotio*  Prefix  Numbers 


THE  NUMERICAL  SVSTF.M 
of  The  American  Bankers  Association 
liulex  to  Prefix  Numbers  of  Cities  and  States 

Numbers  1  to  4*'  i-iclusive  are  Prefixes  for  Cities 
Numbers  50  to  99  inclusive  are  Prefixes  for  States 
Prefix  Numbers  50  to  58  are  Eastern  States 
Prefix  Number  59  is  Hawaii 
Prelix  Numbers  W)  to  69  are  Southeastern  States 
Prefix  Numbers  70  to  79  are  Central  States 
Prefix  Numbers  80  to  88  are  Southwestern  States 
Pretix  Number  89  is  Alaska 

Prefix  Numbers  of  Cities  in  Numerical  Onler 


1    New  York.  N.V. 

14 

New  Orleans.  La. 

26  Memphis.  Tenn. 

38  Savannah.  Ca. 

2  (Chicago.  11. 

15 

Washington.  D.C^. 

27  Omaha.  Neb. 

39  Oklahoma  City. 

Ok. 

;}   Pbiladelphia.  Pa. 

16 

Los  Angeles.  Ca. 

28  Spokane.  Wash. 

40  W  ichita.  Kan. 

\  St  Louis.  Mo. 

17 

Minneapolis.  Minn. 

29  Albany.  N.'*!. 

41  Sioux  City.  Iowa 

5   Hoston.  Mass. 

18 

Kansas  (^it\.  Mo. 

.'}()  San  \ntoiiio.  T\. 

42  Pueblo.  Co. 

6  Cleveland.  Ohio 

19 

Seattle.  Wash. 

M  Sail  Lake  City.  I  t 

4.3  Lincoln.  Neb. 

7   Baltimore.  Md. 

20  lnilianapoli>.  hid. 

;}2  Oallas.  Tx. 

44  Topeka.  Kan. 

8   Pittsburgh.  Pa. 

21 

l.oiiisville.  k\. 

'.V,\  Des  Moines.  Iowa 

45  PiibiKiiie.  Iowa 

9   Delroit.  Mich. 

22 

St.  Paul.  Minn. 

\  Tacoiua.  Wash. 

46  (ialvcston.  Tx. 

10  Buffalo.  N.^. 

2.S 

Denver,  (^olo. 

'.Vt  Houston.  Tx. 

\~  Cedar  Bapids. 

Iowa 

1 1  Sail  Francisco,  (^a. 

24 

Poillaiid.  Ore. 

.%  St.  .Iose|)h.  Mo. 

18  Waco.Tx. 

12  Milwaukee.  Wis. 

25 

Columbus.  Ohio 

M  Fort  W01II1.  Tx. 

4<)  Muskogee.  Ok. 

1,'i  Cincinnati.  Ohio 

Prefix  Numbers  of  Slates  in  Niinierical  Order 


.50  New  ^ork 

64  Ccorgia 

77  North  Dakota 

8<)  \laska 

51  Conneclicul 

()5  Man  land 

78  South  Dakota 

90  California 

52  Maine 

()6  Noilh  (Carolina 

79  Wisconsin 

91  Arizona 

.5.3  Massachus<'lls 

()7  Soiilli  Carolina 

80  Missouri 

<)2  Idaho 

5 1  New  Hampshire 

68  \irgiiiia 

81  \rkaiisas 

93  Montana 

55  N<'w  Jersey 

6'>  West  \  irginia 

P>2  Colorado 

91  Nevada 

56  Ohio 

70  Illinois 

8.3  Kansas 

•)5  N<'W  Me\ico 

57  Bliodc  Island 

71  Indiana 

81-  l.oiiisiaiui 

•)()  Oregon 

.58  \ernionl 

72  Iowa 

85  Mississippi 

<)7  I  tab 

.59  Hawaii 

7.3  Keiiliickv 

!'>6  Oklahoma 

»)8  Wasbinglon 

()0  PennsyUaiiia 

71  Mitdiigaii 

87  rciincs'-c<' 

•)9  Wyoming 

(>1  Alabaniii 

75  Minnesola 

88  Te\as 

101  Territories 

()2  Deiawan' 

7(>  Neliiaska 

63  Florida 

ERIC  ^'^^ 


A 

Account  144 

Account  Transactions  85 

Accountant/Client  Privilege  51 

Accounting 

defined  134,  135 

function  135 

fundamental  ecjiiation  140- 
141 

methods  138 
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USING  THE  INSTRUCTOR  GUIDE 


WHAT  IS  THE  INSTRUCTOR  GUIDE 

The  instructor  guide  is  a  set  of  instructional  materials  including  student 
activities,  content  outline  and  training  aids  to  be  used  by  you,  the  instructor, 
in  implementing  the  course,  "Financial  Investigations." 

The  guide  is  to  be  used  with  the  course  textbook,  "Financial Investigations.. .A 
Financial  Approach  to  Detecting  and  Resolving  Crimes.  "  There  is  an  instructor 
guide  for  each  corresponding  chapter  in  the  textbook. 


HOW  THE  INSTRUCTOR  GUIDE  WILL  HELP  YOU 


Each  guide  provides  a  resource  of  "instructional  tools."  This  resource  will 
enable  you  to  design  class  sessions  to  meet  the  specific  needs  of  your 
students.  At  the  same  time,  it  provides  suggestions  which  will  help  you  work 
within  the  parameters  of  your  instructional  setting.  It  may  not  be  feasible  to 
use  or  implement  all  the  aids  and  activities  listed. 


WHAT  THE  INSTRUCTOR  GUIDE  CONTAINS 


Each  chapter  instructor  guide  contains: 

■  PREPARATION  REQUIREMENTS 

■  INSTRUCTOR  NOTES  AND  PRESENTATION  OUTLINE 

■  APPENDIX 

•  Exercise  Feedback  Sheets 

•  Case  Studies 

•  Role  Play  Scenarios 

•  Chapter  Transparencies  (printed  form) 

•  Supplemental  Chapter  Information 
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List  of 
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used  during  the 
chapter  instruction. 
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numbered  for 
easy  reference. 
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CHAPTER  1 :        WHY  FINANCIAL  INVESTIGATION? 


LENGTH: 


OBJECTIVES: 


1  Hour 


State  why  there  is  s  need  for  a  financial  investigative 
approach. 

Provide  a  general  overview  of  the  financial  investigative 
approach. 

Identify  skills  required  of  a  financial  investigator. 


INSTRUCTIONAL 
METHODS/AIDS: 


ICON  LEGEND 


Iff 

1  

Q*A 

2 

H 

EM 

Chapter  1  -  List  of  Transparencies 
1. 
2. 

3. 
4. 
5. 
6. 
7. 


Course  Goals 

Crime  Classification  System 
Goal  of  Financial  Investigations 
Financial  Investigation  Process 
Types  of  Financial  Crimes 

Skills  and  Knowledge  Required  of  Financial  Investigators 
Agencies  Employing  Financial  Investigators 


FINANCIAL  INVESTIGATIONS 


Chapter  1  Why  Financial  Investigation'' 


The  time  estimate  should  be  used  as  a  "gauge"  in  determining  how  much  emphasis  should  be 
placed  on  the  chapter  instruction.  The  estimate  is  based  on  a  total  course  length  of  36  semester 
hours. 
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List  of 
supporting 
activftiss 
in  student 
woiUbook 

STUDENT 
WORKBOOK: 

Chapter  1  -  Workbook  Contents 
Course  Goals 
Student  Questionnaire 

Personal  Net  Worth  Analysis  Exercise  -  Part  1 
Categories  of  Crimes  Exercise 
Federal  (U.S.)  Agencies 

Equipment  needed 
to  conduct  the 
instruction 

INSTRUCTIONAL 
EQUIPMENT: 

Overhead  Projector 

References 
needed  during 
the  instruction 

INSTRUCTOR 
REFERENCES: 

Financial  Investigations. ..a  Financial  Approach  to  Detecting  and 
Resolving  Crimes 

Instructor  Notes  - 
Cues  for  when 
and  how  to  use 
training  aids, 
directions  for 
administering 
activities,  or 
reminders  of 
important  content. 
Icons  represent 
some  of  the 
instructional  cues. 


Presentation  - 
Outline  of  content 
to  be  addressed  in 
the  course. 


Instnictor  Notes 


Prepare  •  couree  syllabu*  prior 
to  the  flrtt  clas*  mmIoh. 

A  Mmple  It  Included  In  the 
Appendix,  page  A1-2.  It  can  l>e 
uted  a*  a  format  guide. 


Instructor  Guide 
Preaentatlon 


COURSE  ORIENTATION 
A.  Course  Syllabus 


DIttrlbute  the  course  syllabus. 
Discuss  the  administrative 
requireimnts  such  as  class  location, 
testing,  grading,  atterKlanca, 
instructor  availability  and  course 
schedule. 
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SUPPLEMENTAL  MATERIAL 


Additional  instructional  materials  provided  with  the  instructor  guides  include: 

■  Student  Workbook  (Separate  Notebook) 

■  Tests/Quizzes 


STUDEf^T  WORKBOOK 

Each  student  attending  the  course  should  have  a  copy  of  the  Student  Workbook. 
The  workbook  contains  supporting  chapter  information,  case  studies  and  exercises 
for  the  instruction.  The  material  is  organized  by  chapter.  The  insxiuctor  guide  for 
the  chapter  makes  reference  to  when  and  how  to  use  the  workbook.  Again,  it  may 
not  be  feasible  to  use  all  the  information  provided.  It  will  be  up  to  you  to  select 
what  best  meets  your  students'  needs. 

Additional  handout  materials  that  you  may  wish  to  give  your  students  may  be 
incorporated  into  the  student  workbook,  as  well  as  the  exercise  feedback  sheets 
used  during  the  instruction. 


TESTS/QUlZZreS 

A  "bank"  of  written  test/quiz  items  is  provided  for  your  use  in  preparing  chapter 
quizzes,  a  mid-term  and  final  examination.  The  items  are  identified  by  chapter, 
thus  allowing  you  to  customize  examinations  based  on  the  content  covered  and 
time  constraints.  The  items  feature  a  variety  of  formats  and  are  based  on  the 
chapter  objectives. 

A  printed  copy  of  the  test/quiz  item  bank  is  included  in  the  Test  Section  of  this 
notebook. 
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CHAPTER  1: 

LENGTH: 

OBJECTIVES: 


WHY  FINANCIAL  INVESTIGATION? 


1  Hour 


State  why  there  is  a  need  for  a  financial 
investigative  approach. 

Provide  a  general  overview  of  the  financial 
investigative  approach. 

Identify  skills  required  of  a  financial  investigator. 


INSTRUCTIONAL 
METHODS/AIDS: 


ICON  LEGEND 
(Those  used  in  this  lesson  are  highlighted) 


Q&A 


n 


Role  Play 


Distribute  Document      Show  Transparency        Discussion  Period  Use  Fly  Chart 


—  r- 


Do  Group  Exercise 


Refer  to  Textbook 


Use  Chalkboard 


Do  Individual  Exercise 


Chapter  1  -  List  of  Transparencies 

1 .  Course  Goals 

2.  Crime  Classification  System 

3.  Goal  of  Financial  Investigations 

4.  Financial  Investigation  Process 

5.  Types  of  Financial  Crimes 

6.  Skills  and  Knowledge  Required  of  Financial 
Investigators 

7.  Agencies  Employing  Financial  Investigators 


Q  FINANCIAL  INVESTIGATIONS  1-1    /I       •  Chapter  1 ;  Why  Financiallnvestigation? 
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STUDENT 
WORKBOOK: 


Chapter  1  -  Workbook  Contents 

Course  Goals 

Student  Questionnaire 

Personal  Net  Worth  Analysis  Exercise 

Categories  of  Crimes  Exercise 

Federal  (U.S.)  Agencies 


Part 


INSTRUCTIONAL 
EQUIPMENT: 


Overhead  Projector 


INSTRUCTOR 
REFERENCES: 


Financial  lnvestigaions...A  Financial  Approach  to  Detecting 
and  Resolving  Crimes 
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Instructor  Notos 


Prasontation 


1. 


COURSE  ORIENTATION 


Prepare  a  course  sylabus  prior  to 
the  first  class  session. 


Course  Syllabus 


A  sample  is  included  in  the 
Appemix.  page  A1-2.  It  can  be 
used  as  a  format  guide. 


DistriMite  the  course  sylabus. 
Discuss  the  administrative 
requirements  such  as  dass 
location,  testing,  grading, 
attendance,  instructor  availabiRty 
and  course  schedule. 


B. 


Course  Goals 


1 .  Course  Goals 

Refer  students  to  the  Student 
Workbook,  page  1-2.  for  a 
summary  of  the  goals  discussed. 
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Instructor  Notes 


Prosontation 


C. 


Textbook/Workbook  Orientation 


Inform  the  students  that  the 
textbook  is  used  as  the  iMsis  of 
the  course  content.  The  Student 
WoridMoic  contains  addHionai 
iiifufiiialion  and  exercises  to 
supplement  the  materia  in  the 
textbook.  Orient  the  students  to 
how  the  textbook  and  workbook 
are  organized. 

Refer  to  the  Student  D.      Student  Questionnaire 

Questmnnaire  in  the  Student 

Workbook,  page  1-3.  Have  the 

students  remove  the 

questionnaire,  complete  the 

infbrmation  requested,  end  turn 

in  as  requested  by  you.  Use  this 

information  as  a  guide  in 

determining  the  level  of 

complexity  needed  during  each 

chapter  topic  dncussion.  Refer 

to  the  information  also  when 

grouping  students  for  Merdse 

activities.  Recommend  that  a 

combination  of  accounting  and 

crbninal  justice  majors  are  placed 

in  each  work  group. 
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Instructor  Notes 


Presentation 


Refer  students  to  the  Student 
Workbook,  page  1-4.  Have  the 
students  read  the  background 
infoirnatton  pertaining  to  the 
exercise  or  present  the 
infoirnatkin  oraily  to  the  class. 
Alk)w  students  time  in  class  to 
complete  the  remainder  of  the 
exercise  or  assign  the  exercise 
as  an  out-of-class  activity  that 
must  be  completed  prior  to  the 
next  class  session.  Clarify  any 
infomnation. 


Individual  Exercise:  Personal  Net 
Worth  Analysis  -  Part  1 


INTRODUCTION 

A.      Attention  Getter/Motivator 

Example:  This  chapter  focuses  on  the 
question-Why  financial  investigation? 
When  bank  robber,  Willy  Sutton,  was 
asked  the  question,  "Mr.  Sutton,  why  do 
you  rob  banks?,"  his  response  was 
"Because  that's  where  the  money  is." 
Simply  put  and  to  the  point.  Financial 
crimes  are  on  the  increase;  money  is 
becoming  an  increasingly  strong  criminal 
motivator. 


Refer  to  the  objectives  listed  on 
page  2  of  the  textlwok. 


B.  Objectives 


1 .  State  why  there  is  a  need  for 
a  financial  investigative 
approach. 

2.  Provide  a  general  overview  of 
the  financial  investigative 
approach. 

3.  Identify  skills  required  of  a 
financial  investigator. 
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Instruetor  NotM 


PrMfntation 


HI.      INTRODUCTION  TO  THE  FINANCIAL 
INVESTIGATIVE  APPROACH 


A.      Comparison  of  Traditional  Versus 
Financial  Crimes 


2.  Crima  Classification  Systam 


1 .      Old  crime  classification 

system  (against  persons  or 
property) 

Examples:    Murder,  robbery, 
burglary,  arson 


Discuss  axamplas  of  financial 
crimes  in  Ilia  naws  today  as 
Estsd  in  lha  tejctbooii  on  pasM  2 
1liroiigli4. 


New  crime  classification 
system  (by  passion  versus 
greed) 


3.  Go«i  of  financial 
invastmations 


B.      Goal  of  Financial  Investigations 

1 .      Identify  and  document 

specific  events  involving  the 
movement  of  money. 
Involves  a  paper  trail  of 
events. 


2.  Relationship  of  events 

3.  Records  -  the  trial 


Rafar  studants  to  dtagrani  on 
paga  5  of  taxtbook.  Discusa 
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Instructor  Notes 


Presentation 


C.      Financial  Investigation  Process 


4.  Fkianctal  Investigatifm  Process 


Inform  students  tiiat  each  phase 
of  the  process  win  be  addressed 
In  this  course. 


1 .      Identify  statute  violated  and 
the  elements  of  the  crime 


2.  Find  evidence  to  prove 
elements  (using  various 
sources) 

3.  Trace  and  document 
financial  transactions  to 
preserve  records  as 
evidence 

4.  Convince  the  jury  of 
findings 
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IV.     TYPES  AND  EXAMPLES  OF  FINANCIAL 
CRIMES 


A.  Fraud  -  Falsely  representing  a  fact 
to  get  another  person  to  surrender 
something  of  value. 

B.  Tax  Evasion  -  Fraud  committed  in 
conjunction  with  filing  or  paying 
taxes. 

C.  Bribery  -  Something  of  value  is 
used  to  influence  the  action  of 
others. 

D.  Embezzlement  -  Person  who  has 
money  entrusted  to  him/her 
appropriates  it  for  his/her  own  use. 

E.  Larceny  -  Person  wrongfully  takes 
another's  money  or  property  with 
the  intent  of  stealing. 

F.  Forgery  -  Person  passes  a  false  or 
worthless  instrument  with  the 
intent  to  defraud  or  injure  the 
recipient. 


5.  Types  frf  Financial  Crimes 


Refer  to  each  crime  on  the 
transparency  es  dscussed.  Give 
the  definition  and  refer  to  the 
examples  in  the  textboolc  on 
pages  5  through  8.  Soidt 
information  from  students  on 
addhional  examples  off  the  dimes 
mentioned.  Use  daly  newspaper 
articles  as  a  source  of 
information  on  financial  Grimes. 
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G.  Counterfeiting  -  Person  copies  or 
imitates  an  item  without  having 
authority  to  do  so. 

H.  Blackmail  -  Person  demands 
money  or  other  consideration 
under  threat  to  do  injury  to 
another. 

I.  Extortion  -  Person  illegally  obtains 
property  from  another  by  threat  or 
force. 

J.       Kickback  -  Person  who  sells  an 
item  pays  back  a  portion  of 
purchase  price  to  the  buyer. 

K.      Racketeering  -  Running  an  illegal 
business  for  personal  profit. 

L.       Inside  Trading  -  Person  uses  inside 
or  advance  information  to  trade  in 
shares  of  publicly  held 
corporations. 


other  illegal  sources  into  legitimate 
channels. 


inform  students  that  Chapter  1 1 
addresses  additional  information 
on  money  laundering. 


M. 


Money  Laundering  -  Investment  or 
transfer  of  money  from 
racketeering,  drug  transactions,  or 
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Prsssntation 


Organize  stiMknts  into  woric 
gnwiM.  Hm  numbar  in  Unm  group 
wrii  dapand  upon  dass  size. 


N.      Group  Exercise: 
Crimes 


Categories  of 


Refar  students  to  the  Student 
WortdKtoic  page  1-10.  for 
Categories  of  Crime  Exercise. 
Have  students  read  Hvougii  the 
exercise  dvections.  Clarify  any 
questions  before  bogmning 
exercise.  Adcitionai  instructor 
exerdse  information  b  contained 
in  tiie  Appendn.  page  A1  -4. 
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Instructor  Notes 


Presentation 


OPTIONAL:  Use  a  guest  speaker 
from  the  Federal  Lew 

Enforcement  field  to  tiscuss 
current  opportunities  available. 


V. 


OVERVIEW  OF  FINANCIAL 
INVESTIGATION  FIELD 


A.      Skills  and  Knowledge  Required  of 
Financial  Investigators 


1.  Know  statute(s)  that  define 
the  crime 

2.  Know  where  to  look  for 
evidence  and  the 
admissibility  of  the  evidence 

3.  Be  able  to  trace  the 
movement  of  money 
through  financial  institutions 

4.  Be  able  to  use  accounting 
and  auditing  techniques 

5.  Be  able  to  use  methods  of 
proof  to  link  financial  events 
together 

6.  Be  able  to  conduct  financial 
interviews,  record  their 
findings,  and  summarize 
results 

7.  Use  investigative  techniques 


6.  Sidb  and  Knowledge  Required 
of  Financial  Investigators 
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B.      Agencies  Employing  Financial 
Investigators 


1.  U.S.  Customs 

2.  U.S.  Secret  Service 

3.  U.S.  Marshal  Service 

4.  Drug  Enforcement 
Administration 

5.  Office  of  the  Inspector 
General 

6.  Federal  Bureau  of 
Investigation 

7.  Internal  Revenue  Service 

8.  Bureau  of  Alcohol,  Tobacco, 
and  Firearms 

9.  Postal  Inspection  Service 

10.  Nonfederal  Agencies 


7.  Agancias  Employing  Hnandiil 
Investigators 


Refer  students  to  the  Student 
Wofkbook.  page  1-11.  for  a 
dtegram  off  the  Federal  Agencies. 
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Prsssntation 


VI. 


SUMMARY 


Summarize  objectives  addressed 
in  this  chapter. 


A. 


Restate  the  Objectives 


1 .  State  why  there  is  a  need 
for  a  financial  investigative 
approach. 

2.  Provide  a  general  overview 
of  the  financial  investigative 
approach. 

3.  Identify  skills  required  of  a 
financial  investigator. 

B.      Provide  Tie-In  to  Next  Chapter 

Example:  To  resolve  today's  financial 
crimes  requires  a  special  kind  of 
investigator--one  who  understands  the 
financial  crime  committed;  how  money 
moves  as  a  result  of  the  crime,  and  how 
to  get  and  preserve  the  evidence  needed 
to  convince  the  jury  that  the  crime  has 
been  committed.  The  next  chapter, 
"Laws  Related  to  Financial  Crimes,"  will 
address  the  issue  of  laws  pertaining  to 
financial  crimes. 
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APPENDIX 
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COURSE  SYLLABUS 
FINANCIAL  INVESTIGATIONS 


(Building) 
Room  (Number) 
(Day(s)/Hours) 


Instructor:  (Name) 
Office  Hours: 
Telephone: 


This  course  introduces  you  to  current  perspectives  dominant  in  the  field  of  financial 
investigations.  We  will  discuss  the  concepts  of  law  and  evidence;  sources  of 
Information;  accounting;  methods  of  tracing  funds;  banking  and  financial  record 
keeping;  and  interviewing  as  they  apply  to  detecting  and  resolving  financial  crimes. 
Primary  emphasis  will  be  placed  on  theoretical  principles  and  applications  of  financial 
investigative  techniques. 


Required  Text: 
Grading: 


Attendance: 


Financial  Investigations.. .A  financial  Approach  to  Detecting  and 
Resolving  Crimes 

All  quizzes  (usually  unannounced)  and  examinations  will  feature 
the  true/false,  multiple  choice,  and/or  short  answer  formats. 

The  relative  weight  of  each  testing  component  (as  designated  by 
instructor)  is  as  follows: 


Quizzes 

Mid-term  Examination 
Final  Examination 


(percentage) 
(percentage) 
(percentage) 


Mid-term  and  final  examinations  will  be  administered  during  class. 
The  final  examination  is  comprehensive. 

University  policy  on  academic  dishonesty  shall  be  adhered  to.  A 
statement  of  this  policy  can  be  obtained  from  (office  location). 

No  extra  credit  will  be  given. 

Students  are  expected  to  attend  and  participate  in  discussions. 
Excessive  absence  from  class  will  result  in  failure  of  this  course. 


Methods  of 
Instruction: 


Lecture,  discussion,  case  studies  and  practice  exercises. 
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Course 
Schedule: 

Class  Dates  Subject  Matter 

(Dates  of  sessions)         (Chapter  topic) 


Assignment 

(Reading  assignment, 
out-of-class  exercises, 
etc.) 


FINANCIAL  INVESTIGATIONS 


A1-3 


Course  Syllabus 
Chapter  1:  Why  Financial  Investigation? 


Instructor  Guide 


CATEGORIES  OF  CRIME  EXERCISE 
ADDITIONAL  INFORMATION 


Directions  to  Instructor: 


Purpose.  The  purpose  of  this  exercise  is  to  broaden  the  students' 
awareness  of  the  types  of  financial  crimes  being  committed  today. 

Procedures.  Organize  students  into  work  groups.  Have  available  for 
students  newspaper  clippings  of  crimes  that  have  been  committed. 
You  may  wish  to  bring  to  class  old  newspapers  for  the  groups  to 
search  through.  The  school  library  or  local  newspaper  publisher  may 
be  a  good  source.  The  number  of  articles  distributed  to  each  group  is 
dependent  upon  the  session  time  constraints  and  the  availability  of 
articles.  OPTION:  If  no  newspapers  are  available,  synopsis  of  several 
articles  that  appeared  in  The  Washington  Post  addressing  financial 
crimes  are  included  on  the  next  pages. 


Article  I 
Article  II 
Article  III 
Article  IV 
Article  V 
Article  VI 


Gambling 
Fraud 

Embezzlement 

Money  Laundering 

Kickback 

Drug  Trafficking 


Feedback.  Exercise  responses  will  vary  depending  upon  articles 
selected.  OPTIONAL:  If  time  permits,  have  groups  share  their  articles 
with  the  class. 
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Article  I  from  The  Washington  Post 


Six  members  of  an  iilleged  protessional 
gambling  ring  were  indicted  yesterday  by  a  Prince 
George  County's  grand  jury  on  charges  that  they 
illegally  operated  Lxs  Vegas-style  casino  nights  for 
four  chiirities. 

The  head  of  the  group  according  to  the  23- 
count  indictment,  was  Benjy  Jay  Sonn;in,  M,  a 
former  New  York  businessm;ui  who  ran  a  public 
relations  finn  with  his  wife  and  also  w;ls  piul  owner 
of  a  chiun  of  stores  that  sell  furs  ;ind  leather  goods. 

Sonniui.  his  wife.  M;u:la  Soman.  34; 
Andrew  Gordon  Zettler.  33;  Iris  Sh;u:on  Zettler.  7,5: 
Delores  M;irie  Morgal.  4.S;  ;ind  Launi  Leigh  Priola. 
27.  all  were  chitfged  with  conspiring  to  commit 
misappropriation  by  llduciiiry  and  conspiring  to 
violate  state  and  county  gambling  laws.  All  but 
Mitfla  Soman  and  Iris  Zettler  also  face  viuious 
chiirges  of  illegal  gambling  ;uid  illegally  operating  a 
casino. 

The  four  ch;iritics-The  Nevey  Shalom 
Jewish  Congregation  of  Bel  Air,  Inc.;  the  Bowie 
Vt)lunteer  Fire  Dep;ulment  ;uid  Rescue  Squad.  Inc.; 
the  Bowie  Boys  ;uid  Giris  Club.  Inc.;  ;ind  Ch;uinels 
for  the  Elderly  Blind,  Inc.-had  combined  gross 
proceeds  of  more  than  S7()(),()(M)  between  July  1988 
and  Miurch  31.  1989,  according  to  reports  they  filed 
with  county  government. 

Deputy  State  s  Attorney  Robert  C.  Bonsib 
has  siiid  that  people  running  the  casinos  for  chiirities 
genenilly  underreported  how  much  money  was 
raised  to  both  the  sponsoring  chiirity  ;uid  to  the 
county  governnient-in  some  cases  by  as  much  as 
S8,()()()  per  event.  He  declined  to  comment 
specificiilly  about  the  group  allegedly  led  by 
Somiin. 

The  Zettlers,  according  to  federal  court 
records  in  Baltimore,  dechtfed  bankruptcy  in  May 
1989.  claiming  debts  of  more  th;in  $.S(X).(K)().  But 
two  months  later,  while  unemployed,  according  to 
their  bankniptcy  file,  they  purchased  a  1988 
Corvette  for  S2fi,6()()  cash.  Anil  on  May  22  this 
yeiir.  police  investigators  executing  a  se;irch  warrant 
at  their  hoiivj  in  Bowie  found  S25,(X)()  cash. 


The  Zettlers  left  the  United  States  for 
Israel  in  early  June,  shortly  iifter  the  investigation 
into  the  county's  ciisino  night  operations  was  made 
public  with  a  series  of  raids  of  c;isinos  and  the 
homes  of  iilleged  operators  in  May.  Their  attorney, 
BJ.  Hanes,  said  yesterdiiy  that  they  are  still  in 
Israel  but  will  "vigorously  defend  their  interests  at 
the  appropriate  time." 

The  Sormiuis  will  enter  ple;is  of  not  guilty 
to  the  charges  next  week,  said  their  attorney,  Fn;d 
R.  Joseph.  "My  clients,  directly  ;ind  indirectly, 
raised  a  lot  of  money  for  chiirities  in  the  Miiryland 
suburbs,"  Joseph  said.  "We  certiiinly  expect  their 
support  in  fighting  these  chiirges," 

Joseph,  who  idso  represents  Wiuren  Jiiy 
Wnght,  31,  who  pleiided  guilty  on  Mondiiy  to  two 
chiirges  stemming  from  the  casino-night 
investigiition.  yesterday  repeiited  his  concerns  thiit 
prosecutors  iire  "selectively  enforcing"  the  state  and 
county  giunbling  hiws. 

"It  IS  interesting  to  note  thiit  tonight 
throughout  the  county  there  will  be  Liis  Vegiis 
nights  going  on  without  iiny  hiuiissment  or  cliiim  on 
criminality,"  Joseph  said.  "This  selective 
enforcement  miiy  result  in  a  dismissid  of  iill 
chiirges." 

But  Bonsib,  the  deputy  stiite's  iittorney 
heiiding  the  investigiition,  siiid  the  new  gnind  jury, 
which  will  be  empiineled  Monday,  will  continue  to 
look  into  citsino  openitions. 

"Our  focus  right  now  is  on  ;ill  of  the 
giimes  that  itfc  being  run  by  outside  folks  or  [those! 
who  iire  illegidly  piiying  workers,"  Bonsib  siud. 
"They  know  who  they  are.  It's  just  ii  question  of  us 
getting  iiround  to  them." 

The  individuids  indicted  yesterdiiy  on  the 
most  serious  charges  could  lace  more  thiin  20  yeiirs 
in  prison  if  convicted. 

Rvpnmcd  hy  permis  sion:  The  H  (v.v/kVj x'/c/i  Post 
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Article  II  from  The  Washington  Post 


A  Fmrfax  County  couple  who  iUlegedly 
sold  bogus  vacation  packages  to  people  looking  for 
cut-rate  de;ds  were  Jurested  by  FBI  agents  at  their 
Reston  home  yesterday  iind  charged  with  federal 
wire  fraud. 

The  couple,  who  worked  in  offices 
throughout  the  Washington  area,  has  taken  more 
th;in  S6(.).()0()  frotn  customers  for  vacations  they 
never  intended  to  provide,  since  October  1990. 
according  to  a  federal  affidavit. 

At  Iciist  99  people  from  21  states  and  the 
District  of  Columbia  have  complained  to  local 
consumer  agencies  about  the  alleged  scam,  which 
lured  customers  with  newspaper  ads  for  seductively 
cheap  airfare  and  lodging  packages  for  Cancun. 
Mexico,  the  Caribbean  and  elsewhere,  the  affidavit 
said. 

Embarrassed  victims  included  a  group  of 
eight  friends  in  Iowa,  who  spent  $4,000  in  a  bid  to 
vacation  together  in  Cancun,  and  a  Rockville 
professioniU  who  paid  51,200  cash  to  take  eight 
members  of  his  family  on  an  inexpensive  Ciiribbean 
cruise. 

Two  newlyweds  from  Falls  Church,  who 
had  struggled  for  months  to  get  time  off  together 
lost  S85()  they  had  saved  for  a  honeymoon  cruise  in 
December. 

"It  sounded  rejdly  nice,"  said  Michelle 
Davidson,  2."^,  whose  honeymoon  is  on  hold 
indefinitely.  "I  rwilly  don't  think  we'll  get  the 
money  back  because  there  Jire  so  msiny  people,  so 
in;iny  coinphiints." 

Federal  agents  charged  Michael  C.  Bfu^on, 
42,  and  his  wife,  Seleta  H.  Biirson,  33,  yesterday 
with  one  count  each  of  wire  fraud.  The  Barsons 
were  iimiigned  in  fedend  Magistrate's  Court  in 
Alexandria  and  rcleiised  on  560,000  bond,  said 
Frank  Scafidi,  iin  FBI  spokesman. 

Under  the  terms  of  their  releiise,  the 
Barsons  must  live  at  their  home  in  Reston, 
surrender  their  piissports  Jind  wear  specijd  electronic 
monitoring  devices.  They  ;dso  have  been  prohibited 
from  discussing  travel  or  going  near  travel  agencies. 
A  preliininiiry  heiiring  is  scheduled  for  Monday. 


If  convicted,  each  would  face  up  to  five 
years  in  jail,  and  a  51,000  fine.  According  to  an 
affidavit  filed  in  fedend  District  Coun  in 
Alexandria,  the  Barsons  roamed  the  Washington 
suburbs,  doing  business  from  Bethesda,  Vienna  ia\d 
their  Reston  home.  They  depended  on  a  network  of 
mailing  addresses  and  offices  they  used  for  a  short 
time. 

"These  people  just  siiid  all  they  need  to  do 
business  is  a  phone,"  Scafidi  said.  "Why  tliey 
chose  [to  do  business]  here  is  anybody's  guess." 

The  Barsons  used  at  least  16  different 
company  names,  such  as  Sea  Breeze  Enterprises 
and  Fantasy  Vacations,  and  a  variety  of  colorful 
aliases,  including  "Skip  Town"  Jind  "Al  Coholic," 
according  to  the  affidavit.  Consumer  officiids  in 
Fairf^ax  and  Montgomery  counties  say  the  Barsons' 
operation  became  quite  well  known  to  them  in 
recent  months. 

FBI  investigators  and  consumer  iiffmrs 
officials  said  the  iUleged  scam  worked  like  this: 

The  Barsons  usually  began  by  placing  ads 
in  several  newspapers,  including  The  Washington 
Post,  offering  inexpensive  cruises,  giunbling  outing 
in  the  Bahamas  and  trips  to  Mexico.  One  offer,  for 
instance,  was  for  a  five-day  trip  to  Cancun  for 
$449,  including  round-trip  airfare  and  a  five-stiir 
hotel  "for  two  people. 

When  someone  responded  to  a  phone 
number  in  the  ad,  often  a  toll-free  800  number,  the 
Biirsons  or  their  employees  would  describe  the 
packages  or  reassure  skepticid  Cidlers,  authorities 
said.  In  the  end,  callers  were  told  they  could  get 
the  packages  below  mJirket  rate  for  adviinced 
payment  in  cash,  money  orders  or  ciushier's  check. 

After  paying,  the  callers  did  receive  a 
package  from  the  Bfirsons.  but  it  generally  included 
a  travel-oriented  videotape,  some  brochures  ;uid  a 
voucher  for  the  trip  they  wiinted,  court  records  siiid. 
Airline  tickets  were  never  included.  When 
customers  went  to  cash  in  their  vouchers,  they 
found  they  had  to  go  to  another  company  that 
would  not  respond.  Or  they  faced  some  other 
restriction. 

"To  our  knowledge,  nobody  (ever  went  on 
a  vacation].  It  w£ls  imptissible,"  siiid  Nellie  Miller, 
an.  investigator  for  the  Montgomery  County  office 
of  consumer  affJiirs,  which  recently  iisked  the 
B.'tfsons  to  give  523,(XK)  in  refunds.  "It  was  just  like 
a  huge  nothing." 

Reprinted  hy  permission-  The  Wa.ihinf:t(in  Post 
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A  Maryland  lawyer  who  has  been  a 
fugitive  since  Ni)vember  1988  was  charged 
yesterday  in  federal  court  here  with  stealing 
$3.3  million  from  the  Department  of  Housing 
and  Urban  Development  by  failing  to  hand 
over  proceeds  from  HUD  foreclosure  sales  that 
he  managed. 

Earl  L.  Martin.  44,  whose  last  known 
address  was  in  Damestown.  was  charged  in  an 
88-count  indictment  witli  tlieft  of  government 
property,  making  false  statements  and  failing  to 
pay  about  $625,000  in  income  tax  for  1987 
and  1988. 

The  indictment  said  that  Martin  signed 
a  contract  with  HUD  in  1986  to  act  as  closing 
agent  for  the  sales  of  federally  insured 
properties  HUD  had  acquired  through 
foreclosure.  Instead  of  sending  HUD  the 
proceeds  from  the  sale  of  about  65  properties, 
the  indictment  said.  Martin  kept  the  money  and 
manufactured  a  phony  wire  transfer  showing 
that  he  had  sent  the  funds  to  HUD. 

Martin  disappeared  in  late  1988  owing 
thousands  of  dollars  to  dozens  of  creditors, 
including  employees  of  his  string  of  local 
courier  companies. 

The  fraud  he  is  alleged  to  have 
committed  is  similar  to  one  by  Marilyn  L. 
HarrcU.  also  known  as  Robin  Hud.  She  was  a 
Prince  George  County's  escrow  agent  for  HUD 
who  was  accused  of  stealing  $5.3  million  fnm 
the  agency  by  failing  to  turn  over  proceeds 
from  HUD  foreclosure  sales. 

In  the  District  alone,  an  investigation 
of  real-estate  fraud  in  HUD-related  progra.ms 
has  resulted  in  more  than  60  convictions  and 
more  than  $6  million  in  fines,  restitution  and 
forfeitures,  said  U.S.  Attorney  Jay  B.  Stephens 
in  a  statement  issued  with  yesterday's 
indictment. 

Stephens  called  Martin's  alleged  fraud 
a  "massive"  scheme  that  was  "lui  affront  not 
only  to  the  law  profession  but  to  everyone  who 
pays  taxes  to  support  housing  opportunities  for 
low  income  Amcric;uis." 


"Essentially,  he  just  took  Uie  money 
and  ran."  Stephens  added.  An  arrest  warrant 
was  issued  for  Martin  yesterday,  along  witli  the 
indictment,  and  Stephens  said  that  federal  law 
enforcement  authorities  had  "a  number  of 
leads"  on  his  whereabouts. 

Martin  acted  as  a  closing  agent  and 
handled  escrow  accounts  on  30  separate 
transactions,  some  involving  more  than  one 
property,  from  June  1987  to  April  1988,  the 
indictment  said.  All  the  properties  except  one 
were  in  the  District,  with  most  located  in 
working-class  neighborhoods  in  Northeast  and 
Southeast  Washington. 

Martin  had  been  under  investigation  by 
HUD  since  1988,  and  in  1989  HUD  put  him 
on  a  list  of  escrow  agents  banned  from  doing 
business  with  the  agency. 

The  case  against  him  represents  a  third 
category  of  fraud  that  has  afllicted  HUD  since 
the  mid-1980s,  Stephens  said. 

In  the  first,  real-estate  speculators, 
using  front  men,  would  get  HUD  to  insure 
loans  on  properties  for  which  they  had 
obtained  inflated  assessments.  Wlieii  the  loan 
went  into  default,  the  speculators  would  pocket 
the  extra  cash  from  the  loan  and  leave  HUD 
with  a  property  worth  far  less  on  Uie  open 
market  that  its  assessed  value. 

In  the  second  type  of  fraud,  real -estate 
speculators  would  conspire  to  enter  low  bids  at 
courthouse  auctions  of  properties  obtained  by 
HUD  through  foreclosure.  The  speculators 
would  take  turns  submitting  the  low  bid, 
Stephens  said,  or  would  pay  each  other 
kickbacks  in  exchange  for  not  bidding  on  a 
property. 

"The  victims  tliere  were  either  estates 
or  older  people,"  Stephens  said.  "Not  only  ilid 
they  lose  their  property,  they  didn't  get  a  fair 
market  value  for  it." 

Each  of  the  30  counts  of  theft  of 
government  property  in  the  indictment  against 
Martin  is  punishable  by  10  years  in  prison  and 
a  $250,0(X)  fine.  The  false  statement  and  tax 
evasion  counts  carry  a  five-year  prison  tcnii 
and  a  $25(),()00  fine. 

Ri'prinli'd  by  iwimissioii  '  I'lic  Woihinf^lcn  I'osi 
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A  federal  jury  yesterday  convicted 
the  former  co-owner  of  an  exclusive 
Georgetown  clothing  shop,  Linea  Pitti,  of 
money  laundering  for  the  Rayful  Edmond 
III  drug  gang,  the  first  time  a  District 
retailer  has  been  convicted  of  helping  a 
drug  dealer  hide  profits. 

The  12-member  jury  took  3  1/2 
days  to  conclude  that  Charles  L.  Wynn,  35, 
of  Northwest  Washington,  had  knowingly 
allowed  his  shop  to  be  used  for  money 
laundering  by  letting  Edmond  and  one  of 
his  key  lieutenants  buy  thousands  of 
dollars  of  clothes  there,  using  $10,  $20  and 
$50  bills  that  had  been  used  to  buy  crack 
and  cocaine  on  the  street. 

Wynn's  case  was  not  the  first  time 
a  retailer  in  the  Washington  area  had  been 
charged  under  a  1988  law  that  makes  it 
illegal  for  legitimate  business  owners  to 
knowingly  help  drug  dealers  hide  profits. 
But  it  is  the  first  time  prosecutors  in  this 
area  won  a  conviction  under  the  statute, 
said  U.S.  Attorney  Jay  B.  Stephens. 

"This  is  a  very  significant  verdict, 
and  it  sends  an  important  message  that  we 
take  very  seriously  those  who  are 
laundering  money  from  drug  sales,  and  that 
we  view  them  as  responsible  for 
facilitating  drug  dealing,"  Stephens  said. 

Wynn's  attorney,  Greg  Spencer  of 
the  federal  public  defender's  office,  could 
not  be  reached  for  comment.  Wynn  was 
ordered  jailed  immediately  after  the  verdict 
was  announced  by  U.S.  District  Judge 
George  H.  Revercomb. 

The  jury  convicted  Wynn  of 
conspiracy  and  of  the  laundering  more  than 
$190,000  in  drug  profits  brought  into  the 
store  by  Edmond  and  one  of  his 
lieutenants,  Tony  Lewis.  It  acquitted  him 


of  obstructing  justice  and  of  29  other 
counts  of  money  laundering.  Prosecutors 
had  charged  Wynn  and  the  store  with 
laundering  more  than  $460,000  for 
Edmond  and  his  gang  members. 

The  store's  parent  company,  C&l 
Inc.,  pleaded  guilty  last  month  to 
laundering,  the  first  time  a  corporation  has 
done  so  in  the  District.  It  faces  up  to  $1.5 
million  in  fines. 

The  case  against  Wynn  was  a  coda 
to  Edmond's  much-publicized  1989  drug 
conspiracy  trial.  Edmond,  Lewis  and  15 
associates  were  convicted  of  drug 
distribution  and  related  charges.  Edmond 
and  Lewis  are  now  serving  life  sentences. 

In  Wynn's  case,  a  jury  heard  1 1 
days  of  testimony  that  once  again  detailed 
the  flamboyant  lifestyle  of  Edmond,  who 
once  ran  the  District's  largest  cocaine  sales 
network.  According  to  government 
testimony,  Edmond  and  Lewis  routinely 
spend  $4,000  to  $5,000  in  a  single 
afternoon  at  Linea  Pitti,  in  Georgetown 
Park  Mall. 

Reprinted  by  permission:  The  Washington  Post 
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Article  V  from  The  Washington  Post 


BALTIMORE,  May  3--A  federal 
jury  convicted  a  former  U.S.  Naval 
Academy  official  today  of  accepting 
thousands  of  dollars  in  air  conditioners  and 
other  household  goods  from  an  Annapolis 
builder  seeking  contracts  at  the  academy 

James  E.  Weston.  47,  the 
academy's  public  works  officer  from  1985 
to  19X9,  was  found  guilty  of  conspiracy, 
accepting  $34,()()()  in  illegal  gratuities  and 
obstructing  justice  by  hiding  subpoenaed 
documents  from  FBI  agents. 

Weston  faces  a  maximum  of  20 
years  in  prison  and  $1.7  million  in  fines. 

U.S.  District  Judge  John  R. 
Hargrove  set  sentencing  for  July  30. 
Weston,  now  retired  from  the  Navy  and 
living  in  Henderson,  Nev.,  remained  free 
on  bond  pending  sentencing. 

Defense  attorney  William  M.  Ferris 
said  Weston  intends  to  appeal  the 
conviction. 

Weston  acknowledged  accepting  the 
items  from  Annapolis  contractor  Carroll  M. 
Dunton,  but  said  he  paid  for  them  with 
cash,  leaving  no  paper  trail.  Ferris  said 
Dunton  demanded  cash  because  he  "liked 
to  play  the  ponies." 

Prosecutor  Jane  F.  Barrett  told  the 
jury  that  Weston  constantly  had  his  "hand 
out"  for  favors  from  contractors  and  used 
his  influence  as  a  naval  captain  and  public 
works  chief  to  force  subordinates  at  the 
academy  to  buy  Amway  products  pushed 
by  Weston  and  his  wife,  Mary. 

Barrett  and  another  prosecutor. 
Richard  Kay,  said  in  the  13-day  trial  that 


Weston  received  air  conditioners,  lawn 
mowers,  water  treatment  systems,  cash  and 
other  gifts  from  Dunton.  who  in  turn  was 
awarded  more  than  $2  million  in 
construction  work,  much  of  it  above  Navy 
cost  estimates. 

In  a  key  contract.  Dunton  was 
awarded  $961,333  to  install  new  heating 
and  ventilating  systems  in  Rickover  Hall,  a 
large  classroom  building,  even  though  his 
bid  was  55  percent  over  the  government 
estimate. 

Before  the  Rickover  award, 
according  to  testimony,  Dunton  gave 
Weston  two  lawn  mowers,  a  washer-dryer 
and  several  air  conditioners  valued  at  more 
than  $4,700  and  said  "all  is  forgiven"  if 
Dunton  got  the  contract.  A  few  days  later, 
he  won  the  contract. 

Dunton  employees  testified  that 
Weston  was  known  as  "Captain  Crook" 
and  "Loader"  for  his  habit  of  filling  the 
fuel  tank  of  his  recreational  vehicle  at  the 
gasoline  pumps  at  Dunton's  business 
without  paying. 

Dunton.  65,  and  a  former  Weston 
subordinate  at  the  academy.  Eugene  E. 
Hook,  67.  of  LaVale.  Md..  have  pleaded 
guilty  in  the  case  and  testified  against 
Weston. 

Ferris  told  the  jurors  the  case 
hinged  on  whether  they  believed  Weston  or 
Dunton  and  Hook.  He  questioned  the 
credibility  of  Dunton  and  Hook,  noting 
both  testified  after  negotiating  plea 
agreements  with  the  government,  under 
which  they  could  receive  lighter  sentences 
in  exchange  for  testimony  against  Weston. 

Neither  Dunton  nor  Hook  has  been 
sentenced. 
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Article  VI  from  The  Washington  Post 


CHARLOTTESVILLE,  March  22-- 
The  unprecedented  seizure  of  three 
University  of  Virginia  fraternity  houses 
was  a  warning  to  campus  drug  traffickers 
that  they  will  be  treated  as  severely  as 
street  dealers,  federal  and  local  authorities 
said  today. 

As  hundreds  of  students  gawked 
Thursday  night,  nearly  50  federal  and  local 
drug  agents  burst  into  three  of  the 
cavernous  houses  on  the  university's  hilly 
fraternity  row. 

The  8:30  p.m.  raids  on  a  Thursday 
night-known  for  fraternity  parties-came 
after  more  than  six  months  of  investigation 
by  federal  and  state  officials,  which 
involved  student  informants  and 
undercover  purchases  of  designer  drugs, 
LSD,  cocaine  and  marijuana. 

The  raid,  and  the  indictments  of  12 
students,  including  two  from  Northern 
Virginia,  on  drug  distribution  charges,  was 
meant  to  send  a  message,  officials  said. 

"There  are  no  havens,  there  are  no 
safe  places  to  conduct  drug  trafficking," 
said  E.  Montgomery  Tucker,  U.S.  Attorney 
for  the  western  district  of  Virginia.  Tucker 
said  the  raid  arose  from  a  local  drug  task 
force  and  was  not  part  of  a  larger 
investigation  of  universities. 

The  value  of  the  three  houses  taken, 
their  contents  and  the  drugs  seized  came  to 
more  than  $1  million,  according  to  federal 
officials  who  held  a  news  conference  today 
to  display  their  haul:  12  partially  filled 
sandwich  bags  of  marijuana,  three  bags  of 
hallucinogenic  mushrooms,  two  sets  of 
scales  and  a  complete  marijuana  growing 
system  that  was  allegedly  rigged  up  in  a 
closet  at  the  Phi  Epsilon  house.  The 
display,  set  up  in  Charlottesville  police 


headquarters,  also  included  24  pipes  and 
18  water  pipes,  one  of  them  made  from  a 
wine  bottle  and  another  customized  with 
the  Tau  Kappa  Epsilon  logo. 

Officials  said  they  believe  this  is 
the  first  time  property  has  been  seized  by 
the  federal  government  in  a  campus 
community. 

The  students  charged  face 
maximum  penalties  ranging  from  10  to  130 
years  in  jail  and  fines  of  $500,000  to  $6.5 
million,  depending  on  the  number  and 
nature  of  counts  they  face. 

Officials  at  the  172-year-old 
university  founded  by  Thomas  Jefferson 
worried  that  the  incident  would  tarnish  the 
school's  reputation  as  one  of  the  nation's 
elite  public  universities.  In  the  admissions 
office,  which  has  a  record  number  of 
applicants  for  next  year's  freshman  class, 
officials  fretted  today  that  fewer  would 
want  to  attend,  according  to  one 
admissions  officer. 

Long  a  sought-after  destination  for 
Virginia  high  school  students,  UVA  draws 
nearly  one-third  of  its  students  from 
Northern  Virginia  and  another  third  from 
out  of  state. 

"UVA  is  a  well-known,  prestigious 
school,  and  by  doing  this,  they  make  a 
point  about  drug  use  in  the  larger  society," 
said  Trisha  Wendt,  20,  a  second-year 
student  from  Richmond. 

"There  are  other  schools  with 
similar  problems,"  said  Steve  Lobbin,  21, 
of  Columbia.  "It  should  be  done  all  over 
the  place." 

"This  is  ridiculous,"  said  a  third- 
year  member  of  Tau  Kappa  Epsilon,  one  of 
the  three  houses  raided. 

The  Delta  Upsilon  house  was  also 
raided.  Members  at  all  three  refused  to 
comment  to  a  reporter. 

Students  on  fraternity  row  and 
elsewhere  said  they  felt  unfairly  singled 
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out.  Although  UVA  has  a  reputation  for 
hard  partying,  "if  anything,  it's  a  drinking 
school,  not  a  drug  school,"  said  third-year 
student  John  Donlon,  of  Sundbury,  Mass., 
a  member  of  Phi  Lambda  Phi.  He  and  his 
fraternity  brothers  said  their  neighbors  at 
Phi  Epsilon  had  been  just  sitting  around 
watching  television  when  the  police  broke 
in. 

The  three  fraternity  houses,  which 
are  owned  by  fraternity  alumni  groups, 
now  become  federal  property  unless  the 
owners  can  prove  in  court  that  they  were 
not  at  fault  in  the  drug  trafficking. 

A  federal  grand  jury  in  Roanoke 
indicted  six  students,  including  Northern 
Virginians  Eric  Heller,  22,  of  McLean  and 
Bryan  Schwaab.  21,  of  Fairfax  Station, 
while  the  remainmg  four  were  indicted  in 
state  court.  Two  other  students  are  still 
under  investigation  but  have  not  been 
indicted,  police  said. 

The  students  were  charged  with  up 
to  four  counts  a  piece  of  selling  LSD, 
cocaine,  hallucinogenic  mushrooms  or 
marijuana.  Three  students  were  picked  up 
during  the  raid  and  five  more  turned 
themselves  in  or  were  picked  up  today, 
Charlottesville  police  said. 

UVA  President  John  Casteen  III 
said  the  students  also  may  face  disciplinary 
action  at  the  school. 

"Drug-related  activities  like  those 
alleged  last  night  offend  the  university 
community  and  threaten  our  students'  well- 
being,"  Casteen  said. 

Nearly  one-third  of  UVA's  11.500 
undergraduates  live  in  53  off-campus 
fraternity  and  sorority  houses,  which  are 
not  under  direct  university  control. 

The  nearly  60  residents  who  were 
not  involved  with  the  probe  will  be 
allowed  to  stay  in  their  rooms,  provided 
they  sign  occupancy  agreements  with  the 
U.S.  Marshal  who  now  controls  the 
buildings. 


"We  don't  want  to  boot  kids  out  of 
their  rooms,"  said  Assistant  U.S.  Attorney 
Ken  Sorenson,  but,  "I  asked  the  brothers  to 
use  their  discretion.  .  .Remember  what 
caused  this  in  the  first  place." 

According  to  affidavits  filed  in 
federal  courts,  most  of  the  undercover  drug 
purchases  were  small.  But  agents 
described  widespread  and  open  marijuana 
smoking,  including  groups  of  10  or  more 
people. 

Three  students  indicted  on  federal 
charges  were  arrested  during  the  raid: 
Matt.  Evans,  19,  of  Virginia  Beach;  Ernest 
Prior,  19,  of  Goochland,  Va.;  and  Peter 
Shaffer,  whose  age  and  home  town  were 
not  released.  Two  more  turned  themselves 
in  today.  Mark  E.  Croy,  22,  of  Pearisburg. 
Va.;  and  David  Freelund,  21,  of  Glen 
Cove.  NY. 

Three  students  indicted  on  state 
charges  were  arrested  or  turned  themselves 
in  today:  Steve  Marvin,  23,  of 
Charlottesville,;  Patrick  Hanrahan,  21,  of 
New  City.  NY;  and  James  A.  Carter  of 
Newport  News.  Three  students  facing 
federal  charges  are  still  at  large.  They  are 
James  Graham,  21,  of  Richmond,  who  also 
is  wanted  on  state  charges,  and  Heller  and 
Schwaab.  Police  officials  have  not 
released  the  names  of  the  last  locally 
indicted  student. 

Reprinted  hy  permission:  The  Washinghm  Past 
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CHAPTER  2: 

LENGTH: 

OBJECTIVES: 


LAWS  RELATED  TO  FINANCIAL  CRIMES 


3  hours 


Define  or  describe  selected  terms  related  to  the 
field  of  law. 


INSTRUCTIONAL 
AIDS/METHODS: 


Identify  the  statute  related  to  a  particular  crime. 
List  the  elements  of  a  particular  crime. 


ICON  LEGEND 
(Those  used  in  this  lesson  are  highlighted) 


Q&A 


Rule  (May 


Distribute  Document 


Show  Transparency 


Discussion  Period 


Use  Rip  Chart 


Do  Group  Exercise 


Refer  to  Textbook 


Use  Chalkboard 


Do  Individual  Exercise 
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Chapter  2  -  List  of  Transparencies 


1. 

Law 

2. 

Function  of  Law 

3. 

Categories  of  Law 

4. 

Classification  of  Crime 

5. 

Appeal  Process 

6. 

Statutes 

7. 

Elements  of  a  Crime 

8. 

Tax  Evasion  Statute 

9. 

Bribery  Statute 

10. 

Claims  and  Services  in  Matters  Affecting 

Government  Statute 

11. 

Conspiracy  Statute 

12. 

Counterfeiting  and  Forgery  Statute 

13. 

Theft  or  Embezzlement  from  Government  Statute 

14. 

Theft  or  Embezzlement  by  Bank  Employees  Statute 

15. 

Extortion  Statute 

16. 

Blackmail  Statute 

17. 

Kickback  Statute 

18. 

False  Statement  Statute 

19. 

Wire  Fraud  Statute 

20. 

Money  Laundering  Statute 

21. 

Transactions  Involving  Criminally  Derived  Property 

Statute 

22. 

Failing  to  File,  Supply  Information,  or  Pay  Tax 

Statute 

23. 

Filing  a  False  or  Fraudulent  Return  Statute 

24. 

Reports  on  Domestic  Coins  and  Currency 

Transactions  Statute 

25. 

Structuring  Transactions  to  Evade  Reporting 

Requirement  Prohibited  Statute 

STUDENT 
WORKBOOK: 


Chapter  2  -  Workbook  Contents 
U.S.  Court  of  Appeals  Organization 
Koller  Court  Case  Exercise 
How  to  Use  Code  Books 
Statute  Construction  Exercise 
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INSTRUCTOR 
EQUIPMENT: 

INSTRUCTOR 
REFERENCES: 


Overhead  projector 


Financial  Investigations... A  Financial  Approach  to 
Detecting  and  Resolving  Crimes 

Federal  and  State  Code  Books 


FINANCIAL  INVESTIGATIONS 


2  3 


Chapter  2:  Laws  Related  to  Financial  Crimes 


Instructor  Guide 


Instructor  Notes 


Presentation 


Use  transition  statement  from 
previous  cliapter. 


I. 


INTRODUCTION 


A.      Attention  Getter/Motivator 

Example:  "Before  finding  something,  you 
have  to  know  what  you  are  looking  for." 
This  expression  applies  to  a  financial 
investigator.  Knowing  what  law  has 
potentially  been  violated  is  the  first  step  in 
knowing  what  to  look  for  to  prove  guilt  or 
innocence.  This  chapter  addresses  some 
of  the  basic  laws  pertaining  to  financial 
crimes. 


1 .  Define  or  describe  selected 
terms  related  to  the  field  of 
law. 

2.  Identify  the  statute  related  to 
a  particular  crime. 

3.  List  the  elements  of  a 
particular  crime. 


Refer  to  tlie  objectives  iisted  on 
pages  13  and  14  in  ttie 
textboolt. 


B. 


Objectives 
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1.  Law 

Use  definition  in  textboolc  on 
page  14. 


2.  Function  of  Law 


ii.       BASIC  LAW  TERMS  AND  CONCEPTS 

A.      Definition  and  Function  of  Law 

1.      Definition  -  Formal  means  of 
social  control 


2.      Function  -  Establishes 

benchmark  for  behavior  in 
society  (negatives  -  "Thou 
Shall  Nots")  versus 
generation  acclimation 
(positives  -  process  of 
society's  "elders"  transmitting 
society's  values  to  the  young) 
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B.      Categories  of  Law 


3.  Categories  of  Law 


1.  Common  Law  -  English  origin 
of  American  law 

2.  Case  Law  -  Past 
interpretations  yield  current 
law 


Diagram  the  relationsliip 
between  tlie  types  of 
substantive  law. 


3.       Substantive  Law  - 

Combination  of  case  law, 
statutes  and  administrative 
rules 


Civil  -  Torts  between 
private  parties 

Criminal  -  Crimes  of 
public  nature  against 
the  state  and 
community 


FINANCIAL  INVESTIGATIONS 


26 


Chapter  2  Laws  Related  to  Financial  Cnmns 


Instaictor  Guide 


Instructor  Notes 


Presentation 


C. 


Crime  Classification 


4.  Classification  of  Crime 


Refer  to  eacli  item  on 
transparency  as  discussed. 


1. 


Misdemeanor  versus  felony 


a.  Felony  -  Serious 
crime;  punishable  by 
over  one  year's 
incarceration 

b.  Misdemeanor  -  Less 
serious  crime; 
punishable  by  less 
than  one  year's 
incarceration 

2.      Mala  In  Se  versus  Mala 
Prohibita 

a.  Mala  in  se  -  Evil  in 
itself  (usually  requires 
criminal  intent  -  mens 
rea) 

Example:  Murder,  rape 

b.  Mala  prohibita  -  Evil 
because  it's  against 
the  rules  (statutes)  but 
in  and  of  itself  is  not 
immoral 

Example:  Government 
regulation  violations,  traffic 
offenses,  environmental  law 
violations 


i:  ... 
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5.  Appeal  Process 

Refer  to  the  diagram  in  tlie 
Student  Workboolt  on  page  2-2 
outlining  the  circuits  in  the  U.S. 
Appellate  Court  System. 


D.  Court  Appeal  Process 

1.  U.S.  District  Court 

2.  U.S.  Court  of  Appeals 
(intermediate  federal 
appellate  court  -  divided  into 
circuits) 

3.  U.S.  Supreme  Court 

E.  Individual  Exercise-  Koller  Court 
Case 


Refer  students  to  page  2-3  in 
the  Student  Workbook.  Explain 
to  the  students  that  this 
exercise  will  help  them 
understand  how  to  read  and 
interpret  case  law.  Have 
students  read  the  directions. 


Distribute  exercise  feedback 
sheet  located  in  the  Appendix, 
page  A2-2. 


44  V 
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III.      INTRODUCTION  TO  STATUTES  AND 
ELEMENTS  OF  A  CRIME 

A.      Statutes  and  the  Federal  and  State 
Code  Books 


6.  Statutes 


Definition  of  Statutes 

a.      Laws  enacted  by 
Congress 


b.      State  and  Federal 
level 

G.      Recorded  in  code 
books 


OPTIONAL:  Show  copies  of 
Federal  and  State  Code  lx)oks 
(if  available). 


Federal  and  State  code 
books 


Refer  to  the  Student  Worklwok, 
page  2-9,  for  procedures  on 
how  to  look  up  information  in 
the  code  books. 


7.  Elements  of  a  Crime 

Use  definition  in  textbook  on 
page  16. 


B. 


Definition  of  Elements 


FINANCIAL  INVESTIGATIONS 


2  9 


Chapter  2:  Laws  Related  to  Financial  Crimes 


Instructor  Guide 


Instructor  Notes 


Presentation 


Q&A 


Use  the  question  and  answer 
technique  to  help  students 
identify  the  elements  of  the 
crime  from  the  statutes.  Use 
the  tax  evasion  statute  as  the 
example. 


8.  Tax  Evasion  Statute 


C.      Procedures  On  Detailing  Crime 
Elements 

Example:  Questioning  Procedures 

Q.      What  does  this  law  forbid? 

A.      Tax  Evasion.  Discuss  term  evasion. 


Q.      Is  a  successful  "evasion"  all  that  is 
forbidden? 

A.      No,  also  an  attempt.  Discuss 
meaning  of  attempt. 


Q.      Who  is  forbidden  to  "attempt  tax 
evasion?" 

A.      Any  person.  Discuss  corporation  as 
"person. "  Discuss  how  corporation 
can  act  through  one  or  more 
persons. 


Q.      What  does  "willfully"  mean? 

A.  Not  by  accident  or  negligence,  but 
on  purpose.  Discuss  how  you  can 
prove  another's  state  of  mind. 


4^. 
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Use  the  following  pattern  when         |V.      FEDERAL  STATUTES  ASSOCIATED 
presenting  the  statutes  on  yVITH  FINANCIAL  CRIMES  AND  THEIR 

textbook  pages  18  through  33.  APPLICABLE  CRIMINAL  ELEMENTS 

1.       Give  description  of 
criminal  offense. 


2.       Show  statute  on 
transparency. 


3.       Discuss  elements  of  the 
crime.  Suggest 
highlighting  on 
transparency. 


A  transparency  is  available  for 
each  statute  addressed  in  the 
textbook.  Discuss  as  many  as 
you  feel  necessary  to  ensure 
student  understanding  within 
the  allowable  session 
timeframe. 


A.      Title  18:  Crimes  and  Criminal 
Procedures 

1 .      Bribery,  graft,  and  conflicts  of 
interest 


9.  Bribery  Statute 

2.      Crimes  and  services  in 

matters  affecting  Government 


W  Claims  and  Services  in 
hi  lers  Affecting  Government 
Statute 


3.  Conspiracy 


11.  Conspiracy  Statute 
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12.  Counterfeiting  and  Forgery 
Statute 


13.  Theft  or  Eml>ezzlement  from 
Government  Statute 


14.  Ttieft  or  Embezzlement  t>y 
Banic  Empioyees  Statute 


15.  Extortion  Statute 


16.  Biackmail  Statute 


17.  Kiclcbacl(  Statute 


18.  False  Statement  Statute 


Presentation 


4.      Counterfeiting  and  forgery 


5.      Embezzlement  and  theft 


6.      Extortion  and  threats 


7.      Fraud  and  false  statements 
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19.  Wire  Fraud  Statute 


8.      Mail  fraud 


9.  Racketeering 


20.  Money  Laundering  Statute 


21 .  Transactions  Involving 
Criminally  Derived  Property 
Statute 


22.  Failing  to  File,  Supply 
Information  or  Pay  Tax  Statute 


5  -  — 


23.  Filing  a  False  or  Fraudulent 
Return  Statute 


10.     Racketeer  influenced  and 
corrupt  organizations 

B.      Title  26:  Internal  Revenue  Code 

1 .  Tax  evasion 

2.  Failing  to  file,  supply 
information,  or  pay  tax 


3.      Filing  a  false  or  fraudulent 
return 


ERIC 
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D. 


24.  Reports  on  Domestic  Coins 
and  Currency  Transactions 
Statute 


25.  Structuring  Transactions  to 
Evade  Reporting  Requirement 
Prohibited  Statute 


Title  15:  Commerce  and  Trade 

1 .  Securities  Act  of  1 933 

2.  Securities  Exchange  Act  of 
1933 

3.  Securities  Exchange  Act  of 
1934 

4.  Electronic  Funds  Transfer  Act 
Title  31 :  Money  and  Finance 

1.  Financial  transactions  in 
Excess  of  $1 0,000 

2.  Structure  transactions 


4uj 
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E.      Individual  Exercise:  Statute 
Construction 


Refer  to  the  exercise  in  the 
Student  Workboolc  on  page  2- 
13.  Explain  to  the  students  that 
this  exercise  will  help  them 
practice  how  to  read  and 
interpret  a  statute. 


Distribute  exercise  feedbacit 
sheet  located  in  the  Appendix, 
page  A2-3.  Discuss  feedbaclc. 

OPTION:  This  exercise  may  be 
given  as  an  out-of-class 
assignment. 

F.      Textbook  Review  Questions  (pages 
Q&A  35  and  36) 


Have  students  complete 
questions  individually  or  work 
in  teams. 
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V. 


SUMMARY 


Summarize  the  objectives 
addressed  in  tiiis  cliapter. 


A. 


Restate  the  Objectives 


1 .      Define  or  describe  selected 
terms  related  to  the  field  of 


2.  Identify  the  statute  related  to 
a  particular  crime. 

3.  List  the  elements  of  a 
particular  crime. 

B.      Tie-In  to  the  Next  Chapter 

Example:  Knowing  what  to  look  for  is  an 
important  beginning  step  for  the  financial 
investigator.  In  the  next  chapter, 
"Evidence,"  we  will  learn  what  types  of 
evidence  the  investigator  must  gather  to 
prove  or  disprove  a  criminal  allegation. 


law. 
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Chapter  2:   Laws  Relating  to  Financial 
Crimes 
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KOLLER  COURT  CASE 
EXERCISE  FEEDBACK 


1 .  What  was  Koller  convicted  of? 

Drug  Trafficking  and  Money  Laundering 

2.  What  federal  judge  presided  over  Keller's  trial? 
Evans 

3.  What  appellate  judge  wrote  the  decision? 
Fairchild 

4.  What  legal  issues  did  Koller  appeal? 

•  Government  acted  in  outrageous  manner  during  a  reverse  sting 
operation. 

•  There  wasn't  sufficient  evidence  to  prove  money  laundering. 

5.  What  was  the  court's  ruling? 
Affirmed 


4jV 
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STATUTE  CONSTRUCTION 
EXERCISE  FEEDBACK 


STATUTE: 


V\lhoe\/er,  knowingly  and  with  intent  to  defraud  the  United  States,  or  any  agency 
thereof,  possesses  any  false,  altered,  forged,  or  counterfeited  writing  or 
document  for  the  purpose  of  enabling  another  to  obtain  from  the  United  States, 
or  from  any  agency,  officer,  or  agent  thereof,  any  sum  of  money,  shall  be  fined 
not  more  than  $10,000  or  imprisoned  not  more  than  five  years,  or  both. 


Elements  of  the  crime: 

•  Intent  to  defraud 

•  Suspect  knowingly  used  false  documentation  to  get  money 
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CHAPTER  3: 
LENGTH: 


EVIDENCE 
3  Hours 


OBJECTIVES: 


INSTRUCTIONAL 
AIDS/METHODS: 


•  Describe  the  grand  jury  process. 

•  Describe  the  investigative  tools  used  by  the  grand 
jury. 

•  Define  evidence. 

•  Distinguish  among  the  five  standards  of  proof. 

•  Describe  different  classifications  of  evidence. 

•  Determine  the  admissibility  of  evidence  by 
applying  selected  rules  of  evidence. 


ICON  LEGEND 
(Those  used  in  this  lesson  are  highlighted) 


Q&A 


Role  Play 


Distribute  Document       Show  Transparency        Discussion  Period  Use  Flip  Chart 


Do  Group  Exercise 


Refer  to  Textbook 


Use  Chalkboard 
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Do  Individual  Exercise 
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Chapter  3  -  List  of  Transparencies 

1 .  Grand  Jury  Function 

2.  Grand  Jury  Background  Information 

3.  Grand  Jury  Tools 

4.  Subpoena 

5.  Immunity 

6.  Role  of  the  Financial  Investigator 

7.  Evidence 

8.  Burden  of  Proof 

9.  Types  of  Evidence 

1 0.  Relevancy  and  Competency 

1 1 .  Privileged  Communication 

1 2.  Hearsay 

13.  Exceptions  to  Hearsay  Rule 

14.  Chain  of  Custody 

15.  Best  Evidence  and  Requirement  of  Original 


STUDENT 
WORKBOOK: 


Chapter  3  -  Workbook  Contents 
Identifying  Evidence  Exercise 
Admissibility  of  Evidence  Exercise 


INSTRUCTIONAL 
EQUIPMENT: 


Overhead  projector 


INSTRUCTOR 
REFERENCES: 


Financial  Investigations.. .A  Financial  Approach  to 
Detecting  and  Resolving  Crimes 
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Use  a  transition  statement  from 
the  previous  chapter. 


I. 


INTRODUCTION 


A.      Attention  Getter/Motivator 

Example:  The  Perry  Mason  trial  scenes 
from  television  often  used  the  phrase, 
"Your  Honor,  we  will  show  the  relevancy, 
the  motive  and  opportunity  in  committing 
this  (crime),  and  it  will  be  clear...." 
Getting  a  feel  for  what  needs  to  be 
collected  regarding  criminal  evidence  to 
prove  or  disprove  an  allegation  in  a  court 
of  law  is  the  next  step  in  learning  about 
the  financial  investigative  process. 


1 .  Describe  the  grand  jury 
process. 

2.  Describe  the  investigative 
tools  used  by  the  grand  jury. 

3.  Define  evidence. 

4.  Distinguish  among  the  five 
standards  of  proof. 

5.  Describe  different 
classifications  of  evidence. 

6.  Determine  the  admissibility  of 
evidence  by  applying 
selected  rules  of  evidence. 


Refer  to  objectives  listed  on 
page  37  in  the  textboolt. 


B. 


Objectives 
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OPTIONAL:  Use  a  U.S.  Attorney 
or  Law  School  professor  as  a 
guest  speaker. 


GRAND  JURY  PROCESS 


A.      Function  of  the  Grand  Jury 


1.  Grand  Jury  Function 


2.  Grand  Jury  Background 
Information 


B.      Tools  of  the  Grand  Jury 


3.  Grand  Jury  Tools 


4.  Subpoena 

Inform  the  students  that  the  use 
of  a  subpoena  in  financial 
investigations  is  discussed 
more  in  Chapter  10. 


1 .      Subpoena  -  Requires  witness 
to  appear  to  provide 
testimony 


2. 


Immunity 
a. 


5.  immunity 

Refer  to  the  textbook  on  pages 
39  and  40  for  a  discussion  of 
the  key  points  on  immunity. 


b. 


Granted  to  convince 
witness  to  provide 
testimony 

Formal  and  informal 


/'  r 
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6.  Role  of  the  Financial 
Investigator 


7.  Evidence 

Use  the  definition  stated  in  the 
textbook  on  page  42. 


C.      Role  of  the  Financial  Investigator 


III.      DEFINITION  AND  FUNCTION  OF 
EVIDENCE 


Definition  -  Anything  that  bears  on 
the  truth  on  the  nnatter 


B.      Function  -  Used  to  prove  elennents 
of  the  crinne 
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IV.      IDENTIFYING  STANDARDS  OF  PROOF 


8.  Burden  of  Proof 

Refer  to  each  item  on  tlie 
tiansparency  as  discussed. 

Expiain  to  the  students  that  the 
standards  of  proof  equal  what  is 
commonly  referred  to  as  the 
"burden  of  proof." 


A.      Beyond  Reasonable  Doubt 


Refer  to  the  definition  in  the 
textboolt  on  page  42. 


1. 


Definition 


Degree  of  certainty 
that  a  person  has  in 
accomplishing  or 
transacting  the  more 
important  concerns  of 
your  life 

Must  be  proven  in 
criminal  cases 


Use  the  example  in  the  textboolt 
on  page  43. 


Example:  Crossing  the  street 


Refer  to  the  definition  in  the 
textbook  on  page  43. 


B.      Preponderance  of  Evidence 


Definition 


Evidence  which 
inclines  an  impartial 
mind  to  one  side 
rather  than  the  other 

Used  in  civil  case  trials 
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Use  the  example  in  the  textbook 
on  page  44. 


2. 


Example:  Lawsuit 
"Scale  of  Justice"  analogy 


Use  the  chalkboard  to  illustrate 
scale  showing  the  weight  of 
justice  being  tipped  to  one  side. 


Refer  to  page  44  in  the 
textbook. 


C. 


Clear  and  Convincing  Evidence  - 
not  as  strong  as  beyond  reasonable 


doubt  but  more  than  a  mere 
preponderance 

D.      Probable  Cause 


knowledge  of  investigator 
about  criminal  activity  that  is 
considered  reasonable  and 
trustworthy 

2.      Use  -  Basis  for  arrest  and 
search  warrant 

a.  Arrest  -  Sufficient  to 
cause  a  reasonable 
person  to  believe  John 
Doe  committed  a 
particular  crime 

b.  Search  Warrant  - 
Sufficient  to  cause  a 
reasonable  person  to 
believe  that  evidence/ 
contraband/fruit  of 
crime  exists  at  a 
particular  place 


Refer  to  the  definition  in  the 
textbook  on  page  45. 


1. 


Definition  -  All  the  facts  and 
circumstances  within  the 


i. 


x  o  J 
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E.      Suspicious  Situation  -  Detainment 
for  the  purpose  of  questioning 
person  permissible  for  investigative 
purposes  if  there  exists  "suspicion" 

CLASSIFICATIONS  OF  EVIDENCE 


9.  Types  of  Evidence 

Refer  to  each  item  on  the 
transparency  as  discussed. 


Refer  to  page  46  in  the  A.  Direct 

textboolc. 


Definition  -  Goes  to  precise 
point  of  issue 

Example:  "I  was  with  Joe 
when  Joe  and  Bob  discussed 
bribe  and  Bob  gave  Joe  the 
bribe  money." 


Refer  to  page  46  in  the  B.  Circumstantial 

textiioolc. 


Definition  -  Establishes 
related  facts  which  create 
inferences  about  the  point  at 
issue 


a. 
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Example: 

a.  "I  saw  Joe  and  Bob" 

b.  "Bob  told  my 
answering  machine 
that  Joe  is  bought  and 
paid  for." 

c.  Bob  cashed  a  $5,000 
business  check 

d.  Joe  made  a  $4,500 
cash  deposit 


Refer  to  page  47  in  the  C.      Real  Evidence 

textbook. 


1.  Evidence  that  is  tangible;  it 
can  be  presented  to  the  jury 
for  inspection 

2.  Examples:  Gun,  money, 
canceled  check,  car 


Refer  to  page  47  in  the  D.  Documentary 

textbook. 


1.  Writings- 
Must  be  introduced  by  a 
witness  who  can  testify  to 
existence  and  authenticity 

2.  Examples:  Letters,  contracts, 
"drug  notes' 


Refer  to  page  47  in  the  E.  Testimonial 

textbook. 


1 .      Testimony  by  witness  under 
oath  about  what  witness  saw, 
heard,  smelled,  tasted  and 
knows 
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Refer  to  page  47  in  the  F.      Judicial  Notice 

textbook. 


1 .      Well  known  fact 


2.      Example:  "Saturday  was 
September  19." 

Have  students  work  together  in  G.      Group  Exercise:  Identifying 

teams.  Refer  students  to  the  Evidence 

Student  WoiMraok,  page  3-2,  for 

identifying  Evklence  Exercise. 

Have  the  students  read  the 

exercise.  Ciarify  any  questions 

before  beginning.  Exercise  may 

be  given  as  an  out-of-of  ciass 

assignment  which  students 

would  work  through 

individuaily. 


Upon  completion  of  exercise, 
distribute  exercise  feedback 
sheets.  See  Appendix,  page  A3- 
2.  Discuss  exercise. 


OPTIONAL:  Chapter  10 
includes  a  section  on 
recovering  evklence  from  trash 
along  with  an  activity  entitled 
'Trash  Exercise."  This 
information  may  t>e  addressed 
at  this  point  in  the  course  if 
desired. 
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VI.      RULES  OF  EVIDENCE  AND  THEIR 
APPLICATIONS 


A.  Purpose  -  Rules  must  be  followed 
so  evidence  discovered  during  the 
investigation  is  admissible  in  a  court 
of  law. 

B.  Relevancy  and  Competency  (Rule 
401) 


10.  Relevancy  and  Competency 


1. 


Definitions 


a. 


Relevant  -  Bears  on 
question 


b. 


Competent  -  Credible, 
reliant,  competent  and 
presented  by  qualified 
witness 


FINANCIAL  INVESTIGATIONS 


^1  6  J 
3  11 


Chapter  3  Evidfincfi 


Instructor  Guide 


Instructor  Notes 


Presentation 


Refer  to  items  in  the  textbook 
on  page  49. 


Facts  considered  relevant 

a.  Crime  motive 

b.  Defendant's  ability  to 
commit  crime 

c.  Opportunity  to  commit 
crime 

d.  Threats  by  suspect 

e.  Means  by  which  to 
commit  offense 

f.  Physical  evidence  at 
crime  scene  linking 
suspect  to  crime 

g.  Suspect's  comments 
and  conduct  at  arrest 

h.  Attempt  to  conceal  or 
destroy  evidence 

i.  Valid  confession 


11.  Privileged  Communication 


C.      Privileged  Communications  (Rule 
501) 


Definition  -  One  who  has 
information  cannot  divulge 
information  without  consent 
of  third  party 
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Discuss  how  each  of  these 
relationships  can  claim 
privileged  communications. 
Refer  to  the  textbook  pages  50 
through  52. 

The  Appendix,  page  A3-3, 
contains  a  newspaper  article 
pertaining  to  the  attorney-client 
privileged  communication 
relationship. 


2.       Parties  Claiming  Privileged 
Relationship 

a.  Attorney 

i).  Husband/Wife 

c.  Clergyman/Penitent 

d.  Physician/Patient 

e.  Accountant/Client 

f.  Law  Enforcement 
Officer/Informant 


D.      Hearsay  (Rule  801) 


1. 


Definition 


12.  Hearsay 


Diagram  relationship  of  parties 
involved  in  Hearsay  situation. 


Does  not  come  from 
personal  knowledge  of 
the  declarant  but  from 
what  you  have  heard 
about  declarant  from 
others 

What  someone  (A) 
overheard  another 
person  (B)  tell  a  third 
person  (C) 
OR 

What  someone  (A)  is 
told  by  another  person 
(B)  about  a  third 
person  (C) 
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13.  Exceptions  to  Hearsay  Rule 

Refer  to  each  item  on  the 
transparency  as  discussed. 
Discuss  how  each  is  an 
exception  to  the  hearsay  rule, 
information  on  exceptions  Is 
located  on  pages  52  and  53  In 
the  textboolc. 


The  Appendix,  page  A3-4, 
contains  a  newspaper  article 
elaborating  on  "expert 
testimony." 


Exceptions 
a. 


d. 
e. 
f. 


Valid  Confessions/ 
Tacit  Admission 

Prior  Statements 

Res  gestae  Statement/ 
Excited  Utterance 

Dying  Declaration 

Official  Record  Rule 

Shop  Book  Rule  - 
Custodian  of  Records 


g.      Expert  Testimony 


14.  Chain  of  Custody 


Refer  to  textboolc  page  55. 


Chain  of  Custody  (Rule  901  (a)) 


Definition  -  Marked,  identified 
and  handled  correctly  to 
maintain  original  condition 
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Acquisition  by 
Investigator 

Handled  by 
Investigator 
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F.      Best  Evidence  and  Requirement  of 
Original 


IS.  Best  Evidence  and 
Requirement  of  Original 


Refer  to  textbook  page  56. 


1.      Best  Evidence  -  Actual 
document 


Secondary  Evidence  - 
Testimony  of  witnesses  or  a 
copy  of  the  writing 


Majority  Rules 


Have  students  work  together  In 
teams.  Refer  students  to 
Student  Workbook,  page  3-3,  for 
Admissibility  of  Evidence 
Exercise.  Have  the  students 
read  the  exercise.  Clarify  any 
questions  before  beginning. 


G.      Group  Exercise:  Admissibility  of 
Evidence 


Exercise  may  be  given  as  an 
out-of-class  assignment  which 
students  would  work  through 
individually. 


Upon  completion  of  exercise, 
distribute  exercise  feedback 
sheets.  See  Appendix,  page 
A3-5.  Discuss  exercise. 
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Q&A 


H.      Textbook  Review  Questions  (pages 
58  through  61) 


Have  students  complete 
questions  individually  or  wotit 
in  teams. 


VII.  SUMMARY 


Summarize  the  objectives 
addressed  in  ttiis  cliapter. 


A.      Restate  Chapter  Objectives 

1 .  Describe  the  grand  jury 
process. 

2.  Describe  the  investigative 
tools  used  by  the  grand  jury. 

3.  Define  evidence. 

4.  Distinguish  among  the  five 
standards  of  proof. 

5.  Describe  different 
classifications  of  evidence. 

6.  Determine  the  admissibility  of 
evidence  by  applying 
selected  rules  of  evidence. 
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B.      Tie-in  to  Next  Chapter 

Example:  In  this  chapter,  we  learned  what 
evidence  is  and  how  evidence  can  be 
used  in  a  court  of  law.  Once  this  is 
known,  the  investigator  is  ready  to  collect 
the  evidence  needed.  The  next  chapter, 
"Sources  of  Information"  addresses  where 
the  investigator  can  look  for  the  evidence 
needed. 
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IDENTIFYING  EVIDENCE 
EXERCISE  FEEDBACK  SHEET 


The  following  is  a  list  of  possible  evidence  that  could  be  collected  and  how  it 
could  be  used  to  prove  Jones  purchased  the  vehicle. 

1 .  Copy  of  dealer  jacket  and  its  contents.  This  could  be  used  to  show  that 
an  automobile  was  in  fact  purchased  and  the  VIN  number  will  establish 
that  this  is  the  vehicle  in  question. 

2.  All  receipts  for  funds  received  by  the  dealership  in  reference  to  this 
vehicle.  The  receipts  will  show  from  whom  they  were  received. 

3.  Vehicle  registration  request.  This  will  establish  in  whose' name  the 
vehicle  is  registered. 

4.  Invoices.  The  invoices  will  show  who  originally  ordered  or  negotiated  the 
deal. 

5.  Conduct  an  interview  with  any  salesperson  or  management  personnel 
who  may  have  knowledge  of  the  deal.  These  individuals  may  be  able  to 
reveal  the  identities  of  people  who  actually  negotiated  the  deal.  Jones 
may  have  negotiated  this  deal  and  requested  that  the  vehicle  be  placed 
in  his  girlfriend's  name. 
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IDENTIFYING  EVIDENCE 
EXERCISE  FEEDBACK  SHEET 


The  following  is  a  list  of  possible  evidence  that  could  be  collected  and  how  it 
could  be  used  to  prove  Jones  purchased  the  vehicle. 

1 .  Copy  of  dealer  jacket  and  its  contents.  This  could  be  used  to  show  that 
an  automobile  was  in  fact  purchased  and  the  VIN  number  will  establish 
that  this  is  the  vehicle  in  question. 

2.  All  receipts  for  funds  received  by  the  dealership  in  reference  to  this 
vehicle.  The  receipts  will  show  from  whom  they  were  received. 

3.  Vehicle  registration  request.  This  will  establish  in  whose  name  the 
vehicle  is  registered. 

4.  Invoices.  The  invoices  will  show  who  originally  ordered  or  negotiated  the 
deal. 

5.  Conduct  an  interview  with  any  salesperson  or  management  personnel 
who  may  have  knowledge  of  the  deal.  These  individuals  may  be  able  to 
reveal  the  identities  of  people  who  actually  negotiated  the  deal.  Jones 
may  have  negotiated  this  deal  and  requested  that  the  vehicle  be  placed 
in  his  girlfriend's  name. 
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I.R.C.  §  50501  -  No  Attorney  • 
Client  Priviiege  In 
Fee  Information 

In  United  States  v.  Leventhal.  961  F.2d  936  (11th  Cir.  1992). 
the  government  appealed  a  district  court  order  enforcing  only  part  of  an 
l.R.S.  summons.  The  summons  was  issued  to  an  attorney  requesting 
inlonnaiion  omitted  from  two  Form  8300s.  The  attorney  filed  the  Fomis 
8300  indicating  the  amou.it  of  the  fee  he  had  received,  but  failed  to 
complete  parts  1  and  II  of  the  Fonn.  which  request  identifying 
infomiatioii  such  as  the  type  of  transaction  involved,  names  and  social 
security  numbers.  The  attorney  argued  that  the  information  was  protected 
under  the  attorney  client  privilege  and  that  the  constraints  of  the  State  Bar 
pn)hibited  him  from  compliance.  The  district  court  issued  an  order  to 
produce  some  but  not  all  the  information.  The  court  did  enforce  that 
portion  of  the  summons  requesting  the  names  of  the  individuals  involved 
in  the  transaction,  but  not  the  individuals  involved  in  the  transaction,  but 
not  the  social  security  numbers  or  the  description  of  the  transaction.  The 
tiistrici  court  also  inserted  language  in  its  order  noting  that  the  attorney 
acted  pn)perly  in  refusing  to  comply. 

On  appeal  the  Eleventh  Circuit  vacated  the  order  and  remanded 
the  matter  to  the  district  court  for  enforcement.  The  Circuit  found  that 
the  attorney  failed  to  carry  his  burden  of  proof  that  the  summons  should 
not  be  enforced,  in  particular  that  the  requested  information  violated  the 
ationiey  client  privilege.  The  Eleventh  Circuit  followed  the  rationale 
articulated  in  the  decision  of  United  States  v.  Goldberger&  Dubin.  P.C.. 
935  F.2d  501  (2d  Cir.  1991).  Thus,  the  court  noted  that  fee  infomiation 
does  not  implicate  the  attorney  client  privilege.  Moreover,  the  last  link 
e.xception  did  not  apply  since  the  clients  involved  were  already  under 
indictment  ;uid  their  identities  were  already  known  to  the  prosecutors. 


FINANCIAL  INVESTIGATIONS 


A3  3 


Privileged  Communication  Newspaper  Article 
Chapter  3.  Evidence 


Instaictor  Guide 


Do  experts  really  know? 


Court  weighs  trial 
testimony 

By  Aaron  Epstein 

Knight-Rjdder  Newspapers 

WASHINGTON  —  For  years, 
juries  have  been  accused  of  often 
awjirding  personal  injury  damages 
based  on  invalid  scientific 
testimony  —  commonly  known  as 
"junk  science." 

And  in  incre;»sing  numbers  of 
c;»ses,  federal  appeals  courts  have 
responded  by  dismissing  claims  of 
injured  people  on  grounds  that  their 
experts  were  unreliable. 

On  Tuesday,  the  Supreme  Court 
agreed  to  resolve  the  potentially  far- 
reaching  question  of  just  how 
reliable  scientific  evidence  must  be 
before  a  jury  is  allowed  to  he;ir  it. 

The  court's  answer,  expected  in 
the  spring,  could  affect  thouscinds 
of  ciises  in  which  scientific 
evidence  is  necessiuy  to  prove  an 
element  of  an  injured  person's 
claim. 

The  justices  will  consider  one  of 
more  th;in  2.000  lawsuits  jilleging 
that  birth  defects  were  caused  by 
Bendectin.  an  cinti-nausea  drug 
prescribed  for  pregnant  woinen  to 
prevent  morning  sickness. 

More  than  33  million  women  in 
21  countries  used  Bendectin 
between  1957  and  1983,  when  a 
flood  of  suits  led  Merrell  Dow 
Ph;innaceutical  to  withdraw  the 
drug  from  the  m;irkct.  The 
comp;iny  has  cited  studies  that 
found  a  lack  of  scientific  evidence 
linking  Bendectin  to  birth  defects. 

In  the  case  to  be  reviewed  by 
the  Supreme  Court,  two  lower 
courts  biured  the  testimony  of 
experts  hired  by  the  p;irents  of  two 
San  Diego  children  born  with  birth 
defects. 


"he  experts  had  re-examined 
diita  from  e;irlier  studies  and 
concluded  that  Bendectin  had 
caused  the  defects  in  the  limbs  of 
the  children,  Jason  Daubert.  now 
19.  and  Eric  Schuller.  now  11. 

Judge  Alex  Kusinski.  writing  for 
the  U.S.  Court  of  Appe;ils  in 
California,  concluded  that  the 
experts"  opinions  were  too 
unreliable  to  be  submitted  to  a  jury. 
These  analyses  were  unpublished, 
not  subjected  to  the  normal  peer- 
review  process.  ;ind  generated 
solely  for  use  in  litigation." 
Kosinski  .s<ud. 

In  appealing  to  the  Supreme 
Court,  lawyers  for  the  injured 
children  ass;uled  the  appe;il  court's 
"bizjure  publish-or-perish  edict  for 
expert  testimony"  ;ls  "bad  law  and 
bad  science." 

The  lawyers  said  it  was  "a 
blat;uit  abuse  of  judicial  power"  to 
require  that  expert  opinions  be 
reviewed  by  scientists  and 
published  in  journals  before  they 
c;ui  be  presented  at  triiil. 

One  of  the  children's  lawyers. 
B;uTy  Nacc.  said  "the  restrictive 
approach  is  confined  to  the  federal 
system.  We  bring  the  same  cases 
into  the  state  courts  ;uid  have  no 
problem  getting  to  the  jury." 

Rich;ird  Wilhu^d.  who  attacked 
"junk  science"  when  he  was  a 
Justice  Department  official  in  the 
Reag.ui  administration,  said  federal 
courts  ;ire  increasingly  recognizing 
that  "juries  mc  not  in  the  best 
position  to  sep;irale  bogus  theories 
from  those  that  have  legitimate 
scientific  support. 

ReprinWii  h\  i^trmis.sion:  Trihiinc 
Medio  Sirvurs 
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What  was  the  main  reason  for  the  appeal  in  this  case  by  Kramer? 

Kramer  felt  that  his  4th  Amendment  rights  were  violated  when  the  police  collected 
evidence  used  in  the  case  against  him  for  drug  trafficking.  He  felt  the  police  violated 
his  rights  by  trespassing  when  they  collected  evidence  from  the  trash  put  by  the 
roadside  in  front  of  his  house.  He  motioned  to  suppress  the  records  claiming  the 
pickup  was  unlawful. 

What  was  the  final  ruling  by  the  court  in  regards  to  the  admissibility  of  the  evidence? 

Court  denied  post-trial  motion.  It  was  stated  that  the  4th  amendment  protects  at  least 
three  possible  interests  of  individuals--(l)  the  right  of  peace  and  quiet,  (2)  the  right  of 
not  being  subject  to  public  scrutiny  and  (3)  the  person's  interest  in  public  esteem.  The 
alleged  trespassing  did  not  infringe  on  any  of  these  three  points. 
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CHAPTER  4: 

LENGTH: 

OBJECTIVES: 


SOURCES  OF  INFORMATION 


3  Hours 


Discuss  what  factors  influence  the  selection  of  a 
suspect  to  target  in  an  investigation. 

Identify  appropriate  sources  to  obtain  specific 
information. 

Analyze  financial  records  for  leads. 


INSTRUCTIONAL 
METHODS/ AIDS: 


ICON  LEGEND 
(Those  used  in  this  lesson  are  highlighted) 


Q&A 


Role  I'lay 


Distribute  Document 


Show  Transparency 


Discussion  Period 


Use  Flip  Chart 


Do  Group  Exercise 


Refer  to  Textbook 


Use  Chalkhi)arcl 


Do  Individual  Exercise 
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Chapter  4  -  List  of  Transparencies 

1 .  Questions  Facing  Investigator 

2.  Information  is  Key  to  Successful 
Financial  Investigations 

3.  Initiating  the  Investigation 

4.  Sources  of  Information 

5.  Public  Records 

6.  Business  Records 

7.  Closing  Statement 

8.  Application  for  Certificate  of  Title  and  Registration 

9.  Certificate  of  Record  Copy 

10.  Government  Records 


STUDENT 
WORKBOOK: 


Chapter  4  -  Workbook  Contents 
Sources  of  Information  -  Public  Records 
George  Chapman  Embezzlement  Case  Exercise 
Mary  and  John  Crook  Investigation  Exercise  -  Part 


INSTRUCTIONAL 
EQUIPMENT: 


Overhead  Projector 


INSTR'JCTOR 
REFERENCES: 


Financial  Investigations..  A  Financial  Approach  to 
Detecting  and  Resolving  Crimes 
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Presentation 


Use  transition  statement  from 
previous  chapter. 


I. 


INTRODUCTION 


1 .  Questions  Facing  investigator 


A.      Attention  Getter/Motivator 

Example:  When  performing  an 
investigation,  every  investigator  is  faced 
with  these  two  questions- 

•  Where  should  I  look  for 
information? 

•  What  should  I  be  looking  for? 


2.  Information  is  Key  to 
Successful  Financial 
Investigations 


It  is  importanti  that  the  financial 
investigator  knows  where  to  go  to  get 
the  information  needed  to  proceed  with 
the  investigation.  Information  is  the  key 
to  a  successful  financial  investigation. 


Refer  to  ttie  objectives  on  page 
64  in  ttie  textbook. 


B.  Objectives 


1 .  Discuss  what  factors 
influence  the  selection  of  a 
suspect  to  target  in  an 
investigation. 

2.  Identify  appropriate  sources 
to  obtain  specific 
information. 

3.  Analyze  financial  records  for 
leads. 
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II.      PROCESS  OF  INITIATING  A  FINANCIAL 
INVESTIGATION 


A.  Targeting  a  Suspect 

1 .  Resource  considerations 

a.  Time  devoted  to 
investigation  versus 
probability  of  success 

b.  Low-level  versus  high- 
level  suspects 

2.  Emotional  considerations 

a.  Impact  of  accusation 
on  suspect 

b.  Likelihood  of 
successful  prosecution 

B.  Contacting  Suspect 

1.      Identify  essence  of 
allegations  and  facts 
surrounding  case. 


3.  Initiating  tlie  investigation 


Refer  to  items  as  discussed. 
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2.      Approach  suspect  with 
professionalism. 

a.  Ask  for  information 
instead  of  demanding 
it. 

Example:  Would  it  be 
possible  for  me  to  look  at 
your  financial  documents? 

b.  Consider  rights  of 
suspect  for  privacy. 

Example:  Constitution 
protects  the  rights  of 
individuals  -  suspects  do  not 
have  to  provide  information. 


C.      Other  Considerations  in  the 
Investigation 

1 .  Anyone  Can  Be  a  Source  of 
Information-Ex-spouses, 
friends  and  acquaintances  of 
suspect  and  business 
associates. 

2.  Go  to  the  Source-  Legal 
custodian  of  the  records  can 
provide  investigator  with 
information. 

3.  Have  Authority-  Follow  legal 
requirements  for  obtaining 
information  based  on 
statutory  authority. 


FINANCIAL  INVESTIGATIONS 


4  O  i 
4-5 


Chapter  4:  Sources  of  Information 


Instructor  Guide 


Instructor  Notes 


Presentation 


HI.      OVERVIEW  OF  THE  SOURCES  OF 
INFORMATION 


A.      Public  Records 

1 .      Use  of  public  records 

a.  Establish  leads 

Example:  Records  often  provide 
information  on  the  location  of 
witnesses  or  identify  property  that 
the  suspect  owns. 

b.  Corroborate  or  dispute 


4.  Sources  of  Information 


Infoim  students  that  this 
chapter  addresses  the  first 
three  items  on  the  transparency. 
Chapter  5  addresses 
Infoimatioii  availed>le  through 
financial  Institutions  and 
Chapter  10  covers  information 
on  informants. 


the  testimony  of  the 
suspect  or  other 
witness 
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5.  Public  Records 


Refer  to  each  item  on  the  list  as 
discussed.  A  summary  of  the 
types  of  information  available 
through  public  records  is 
included  in  the  Student 
Workbooli  on  pages  4-2  and  4-3. 


2.      Types  of  public  records 

a.  Real  Estate 

b.  Partnership 

c.  Trusts 

d.  Assumed  Name 
Indexes 

e.  Better  Business 
Bureau 

f.  Chamber  of 
Commerce 

g.  Uniform  Commercial 
Code  Filings  (UCC) 

h.  Court  Records 

i.  Other  records 


Refer  to  the  textl}ool(  on  page 
71  for  other  sources  of 
information. 
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B.      Business  Records 


6.  Business  Records 


Work  through  the  example  in  1 .       Real  estate  purchase 

the  textboolc  on  pages  72  example 
through  76  on  how  real  estate 
records  can  l>e  used  to  help 
during  an  investigation. 


7.  Closing  Statement 

Use  the  transparency  to  explain 
the  a..aiysis  of  the  figures  from 
the  real  estate  transaction. 


Discuss  the  list  of  information 
items  located  in  the  textbook  on 
page  75  that  can  lie  obtained 
from  real  estate  transactions. 
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2. 


Vehicle  purchase  example 


8.  Application  for  Certificate  of 
Titie  and  Registration 


a. 


Vehicle  Ownership  and 
Lien  information 


indicate  that  Vehicie 
identification  Number  and 
iienhoidpr  infonnation  is  on 
form. 


9.  Certificate  of  Record  Copy 

indicate  that  the  form 
summarizes  ail  vehicle 
ownership  infomiation.  Stress 
that  each  state  may  have  a 

different  format  for  providing  b_       Automobile  dealership 

this  information.  information 


Discuss  information  items  listed 
in  the  textbook  on  page  76  that 
are  available  through 
automobile  dealerships. 


Refer  to  Appendix  A  in  the 
textbook  page  369.  Have 
students  review  sources  listed. 


Encourage  students  to  share 
any  ideas  on  other  sources  of 
information  that  may  be 
available. 
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Have  students  work  together  in 
teams.  Refer  students  to  the 
Student  Workbook,  page  4-4,  for 
the  George  Chapman 
Embezzlement  Case.  Explain  to 
the  students  that  this  exercise 
will  help  them  see  the  process 
of  how  sources  of  information 
can  be  used  to  answer 
questions.  Have  the  students 
read  the  exercise.  Clarify  any 
questions  before  beginning. 

Exercise  may  be  given  as  an 
out-of-class  assignment  which 
students  would  work  through 
Individually. 


Upon  completion  of  exercise, 
distribute  exercise  feedback 
sheets.  See  Appendix,  page  A4- 
2.  Discuss  exercise. 


Group  exercise:  George 
Chapman  Embezzlement 
Case 


C. 


Government  Records 


1.       Use  of  government  records 

a.  Available  at  local,  state 
and  federal 
government  level 

b.  Must  follow  agencies 
procedures  for 
obtaining  information 
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Types  of  government  records 

a.  National  Crime 
Information  Center 
(NCIC) 

b.  National  Law 
Enforcement 
Telecommunications 
System 

c.  El  Paso  Intelligence 
Center  (EPIC) 

d.  International  Criminal 
Police  Organization 
(Interpol) 

e.  IRS  National  Computer 
Center 


Instructor  Notes 


10.  Government  Records 


Refer  to  each  Hern  as 
discussed. 

Discuss  each  agency's  function 
and  location  as  provided  on 
pages  77  and  78  In  the 
textbook. 


Refer  students  to  Appendix  A  in 
the  textboolt  for  other 
government  agencies. 
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Have  Students  work  together  in  D.      Group  Exercise:  John  and  Mary 

teams.  Refer  students  to  the  Crook  Investigation  -  Part  I 

Student  Worttbook,  page  4-15, 

for  Mary  and  John  Crook 

Investigation  Exercise  -  Part  I. 

Explain  to  the  students  that  this 

exercise  is  a  case  that  will  be 

continued  in  other  ctiapters 

(Chapters  6, 7,  and  10).  Have 

the  students  read  the  exercise. 

Clarify  any  questions  betore 

beginning. 

Exercise  may  be  given  as  an 
out-of-class  assignment  which 
students  would  work  through 
individually. 


Upon  completion  of  exercise, 
distribute  exercise  feedback 
sheets.  See  Appendix,  page 
A4-6.  Discuss  exercise. 


E.      Textbook  Review  Questions  (pages 
Q&A  80  and  81) 


l-lave  students  complete 
questions  individually  or  work 
in  teams. 
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IV. 


SUMMARY 


Summarize  the  objectives 
addressed  in  this  chapter. 


A. 


Restate  Objectives 


1 .  Discuss  what  factors 
influence  the  selection  of  a 
suspect  to  target  in  an 
investigation. 

2.  Identify  appropriate  sources 
to  obtain  specific  information. 

3.  Analyze  financial  records  for 
leads. 

B.      Tie-in  to  Next  Chapter 

Example:  An  essential  part  of 
financial  investigation  is 
understanding  what  information  is 
available  and  where  to  find  it  in 
public,  business,  and  government 
records.  In  the  next  chapter, 
"Financial  Institutions  as  Sources  of 
Information,"  we  will  continue  to 
explore  another  source  of 
information  available  to  the  financial 
investigator-financial  institution 
records. 
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GEORGE  CHAPMAN  EMBEZZLEMENT  CASE 
EXERCISE  FEEDBACK  SHEET 


PART  I  -  GEORGE  CHAPMAN  INTERVIEW 

What  Information  needs  to  be  verified  from  the  Interview? 

The  main  Item  that  needs  to  be  verified  Is  - 

Was,  In  fact,  the  money  from  the  sale  of  the  old  residence  used  to  purchase 
the  cottage  and  boat? 

Knowing  this  piece  of  Information  will  determine  whether  or  not  the  suspect 
lied. 
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PART  II  -  SEARCH  OF  PUBLIC  RECORDS 


DOCUMENT 

INFORMATION  FROM  DOCUMENT 

Document  #  -  1528537 

Warranty  Deed  for  purchase  of  former  residence 

Mo  niirph^QP  nripp  liQtpH 

Transfer  fee  paid  -  $44.00 

Document  #  -  1528538 

Mortgage  for  Chapmans'  former  residence 

Mr.  and  Mrs.  Chapman  borrowed  $41,100  to 
purchase  the  residence 

Document  #  -  2057172 

Warranty  Deed  for  purchase  of  lot  where  new 
residence  is  located 

Transfer  fee  paid  -  $92.70 

Deed  for  lot  because: 

•  Statement  "This  is  not  homestead 
DroDertv  " 

•  Price  -  Cost  of  lot  determined  by  dividing 
transfer  fee  by  the  fee  rate  (After  January 
1,  1980,  fee  rate  was  $3.00  per 
thousand.) 

Document  #  -  2057173 

Chapman's  new  mortgage 

Document  #  -  2057174 

Accepted  proposal  for  construction  of  a  new 
rcoiQcncc  Tur  irm  v^iici|jiiiciiio  ca^^uulcu  wii  i  ^c/  i/o/ 

Document  #  -  2068393 

Warranty  Deed  for  the  Chapmans'  sale  of  their 
old  residence  on  2/26/88 

Transfer  fee  paid  -  $219.00 

Document  #  -  2071138 

Satisfaction  of  Mortgage  for  the  Chapmans' 
mortgage  of  7/18/77  -  Document  #  1528538 
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PART  III  -  EVALUATE  FINDINGS 


Step  1 : 


Determine  Proceeds  from  Sale  of  Old  Residence 


Sale  Price  of  Old  Residence 
Less  Balance  of  Mortgage: 
Original  Mortgage 
Less  approximately 
one  quarter  paid 
Balance  of  old  Mortgage 
Proceeds  from  Sale 


$73,000 


$41,100 
10.100* 


(31,000) 
$42.000 


A  30-vear  mortgage,  such  as  this,  calls  for  mostly  interest  payments  in  the 
early  years,  and  mostly  principal  payments  in  the  later  years.  Your  best 
estimate  is  that  the  first  1 0  years  of  the  30,  Chapman  probably  paid  about 
one-fourth  of  the  principal. 


Step  2:        Determine  Cost  of  New  Residence 


Cost  of  Lot  for  New  Home 
Plus:  Building  Contract  Price 
Cost  of  New  Residence 


$  30,900 
149.000 
$179.900 


Step  3:        Determine  Cash  Invested  in  New  Residence 


Cost  of  New  Residence 

Less:  Amount  of  New  Mortgage 

Cash  Invested  in  New  Residence 


$179,900 
122.000 
$  57.900 
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Step  4:        Summarize  Findings 


Analysis:  Since  Chapman's  sale  of  his  old  residence  generated 
$42,000  and  he  paid  $58,000  cash  to  purchase  the  lot  and  build  his 
new  residence,  none  of  the  $42,000  from  the  sale  of  the  old 
residence  was  left  over  for  the  speedboat  and  cottage.  In  fact,  since 
he  spent  ($58,000  less  $42,000)  $16,000  more  than  the  cash 
proceeds  from  the  sale  of  his  old  residence,  plus  the  $42,000  for  the 
boat  and  cottage,  and  "stole"  $30,000  from  the  Widow  Jones,  you 
know  one  thing  and  strongly  suspect  a  second  thing. 

Fact  -  You  know  Chapman  lied  about  where  the  money  for  the 
cottage  and  the  powerboat  came  from,  because  he  put  all  the  "sale 
proceeds"  towards  buying  the  lot  and  building, his  new  house  on  it. 

Theory  -  You  strongly  suspect  there  are  more  victims  "out  there" 
besides  the  Widow  Jones,  because  Chapman  spent: 

Cottage  Down  Payment  $12,500 
Powerboat  Purchase  29,500 
Cash  down  on  new  house  57.900 

Total  expenditures  $99.900 

Chapman  only  had  the  following  money  available  that  you  have  been 
able  to  find  so  far: 

Proceeds  from  sale  of  old  house  $42,000 
Theft  from  Widow  Jones  30.000 

Total  funds  available  $72.000 

Thus,  somewhere  there  is  another  victim  waiting  to  be  found  because: 

Chapman's  expenditures  $99,900 
Less:  Chapman's  funds  available  72,000 

Total  expenditures  above  the  known  funds  available  $27.900 
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MARY  AND  JOHN  CROOK  INVESTIGATION  -  PART  I 
EXERCISE  FEEDBACK  SHEET 


List  some  of  the  things  the  financial  investigator  might  do  to  begin  this 
investigation. 

Note:  Student  responses  may  vary.  The  following  list  provides  some 
suggested  ideas.  Students  may  provide  more, 

•  Contact  suspects  for  interview 

•  Contact  local  police  department  -  Determine  if  suspects  have  any 
criminal  records 

•  Go  to  local  courthouse  -  Check  real  estate  records  for  property 
ownership 

•  Contact  Telephone  Company  -  Check  to  see  if  calls  made  provide  any 
leads 

•  Contact  responsible  investigative  drug  enforcement  units  -  See  if  they 
have  any  information  on  suspects 

•  Garbage  pickup  services  -  Check  for  any  leads 

•  Interview  jewelry  store  personnel  -  Any  leads  about  suspects  and  their 
customer  account 

•  Go  to  Division  of  Motor  Vehicles  -  Check  vehicle  ownership  and  lien 
information 


Mary  nnd  John  Crook  Invostigation  Exorcise 
A4-6  *  Chapter  4:  Sources  of  Information 
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CHAPTER  5:  FINANCIAL  INSTITUTIONS  AS  SOURCES  OF 

INFORMATION 

LENGTH:  5  Hours 

OBJECTIVES:  •        Describe  terms  related  to  banking  and  brokerage 

firms. 

•  State  what  records  are  available  from  banks  and 
brokerage  houses. 

•  Analyze  bank  and  brokerage  firm  records. 

•  State  what  information  is  available  from  Western 
Union  and  casinos. 


INSTRUCTIONAL 
AIDS/METHODS: 


ICON  LEGEND 
(Those  used  in  this  lesson  are  highlighted) 

Iff 

Q&A 

Role  Play 

Distribute  Document 

Show  Transparency 

Discussion 

Use  Flip  Chart 

Do  Group  Exercise 

Refer  to  Textbook 

Use  Chalkboard 

Do  Individual  Exercise 
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Chapter  5  -  List  of  Transparencies 

1 .  Banks  as  a  Source  of  Information 

2.  Types  of  Bank  Transactions 

3.  Signature  Card  (Front) 

4.  Signature  Card  (Back) 

5.  Checking  Account  Summary 

6.  Source  and  Disposition  of  Deposits 

7.  Deposit  Ticket 

8.  Bank  Operations 

9.  Proof  Numbers 

10.  MICR  Encoding 

1 1 .  Currency  Transaction  Report 

12.  Check  Front 

13.  Check  Back 

14.  Cashed  Code 

15.  Check  Analysis 

16.  Credit  and  Debit  Memo 

1 7.  Loan  Application 

18.  Cashier's  Check 

19.  Source  and  Disposition  of  Bank  Checks 

20.  Lease  of  Safe-Deposit  Box 

21 .  Securities 

22.  Commodities 

23.  Brokerage  Account  Application 

24.  Customer  Account  Card 

25.  Brokerage  Account  Statement 

26.  Western  Union 

27.  Currency  Transaction  Report  by  Casinos 


STUDENT  Chapter  5  -  Workbook  Contents 

WORKBOOK:  Summary  of  Bank  Document  Information 

Bank  Document  Request  List 
Loan  Application  Form 
Safe  Deposit  Box  Lease  Form 
Bank  Reconciliation  Exercise 


INSTRUCTIONAL  Overhead  Projector 
EQUIPMENT: 

INSTRUCTOR  Textbook:  Financial  Investigations.. .A  FinanciiJ  Approach 

REFERENCES:  to  Detecting  and  Resolving  Crimes 
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I. 


INTRODUCTION 


Use  a  transition  statement  from 
previous  chapter  instruction. 


A. 


Attention  Getter/Motivator 


Example:  Chapman,  the  drug  dealer, 
admitted  he  bought  a  cottage  and  boat. 
How?  He  said  he  bought  it  with  proceeds 
from  sale  of  House  A.  We  trace  the 
acquisition  and  disposition  of  the  property 
by  financial  papers.  We  prove  he  lied! 

B.  Objectives 


1 .  Describe  terms  related  to 
banking  and  brokerage  firms. 

2.  State  what  records  are 
available  from  banks  and 
brokerage  houses. 

3.  Analyze  bank  and  brokerage 
firm  records. 

4.  State  what  information  is 
available  from  Western  Union 
and  casinos. 


Refer  to  ttie  objectives  listed  on 
page  84  in  the  textbool(. 
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Use  bank  record  teiminology  on 
page  83  in  the  textbook. 


1.  Banks  as  a  Source  of 
Information 


2.  Types  of  Bank  Transactions 

NOTE:  This  transparency  is 
used  again  in  Section  IV  -  A. 

Give  brief  overview  of  items 
listed. 


II.       INTRODUCTION  TO  BANKING 


A.      Importance  of  Bank  Records 


1 .       Definition  of  bank  records 


How  investigator  uses  bank 
records 


B.      Types  of  Bank  Transactions 


Account 


2.  Non-account 
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III. 


INVESTIGATING  BANK  ACCOUNT 
TRANSACTIONS 


A. 


Opening  an  Account 


1. 


Documents  involved 
(Signature  Card) 


3.  Signature  Card  (Front) 


a 


Every  account  has  one 


4.  -signature  Card  (Back) 


b 


Different  forms  for 
each  type  of  account 


2.       Information  available  to  the 
Investigator 

a.  Account  owner's 
address,  occupation 
employer,  date/place 
of  birth,  and  social 
security  number 

b.  Leads  to  other 
witnesses  or  unknown 
co-conspirators 

Example:  Suspect  may  be  using 
Mother's  maiden  name  as  alias. 

c.  Sample  of  owner's 
handwriting 


U  \J 
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B.      Recording  Account  Transactions 


5.  Checking  Account  Summary 

Discuss  the  entries  on  the 
sample  statement.  Emphasize 
that  the  format  of  statements 
wili  vary  but  shouid  contain 
similar  information. 


1.  Documents  involved  (Bank 
Statement) 

a.  Computers  reconcile 
accounts  daily 

b.  Statement  shows  view 
of  all  transactions  - 
"Gold  Mine  for 
Investigator" 

c.  Get  all  statements 
during  criminal  activity 
period 

2.  Information  available  to 
investigator 

a.  Indications  of  high 
balances/large 
deposits/large  checks 
in  relation  to  income 

b.  Timing  of  deposits  - 
related  to  illegal  acts 
like  bribes,  kickbacks 

c.  Indications  of 
unusually  large 
deposits/round 
numbers/  repetitive 
deposits  that  don't 
correlate  to  legitimate 
income 


r.-  -  • 
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d.      Absences  of  "normal 
activity" 

Example:  Cash  deposits  made  the 
day  before  checks  written  for 
mortgage/utilities  may  indicate 
suspect  has  other  account  or 
suspect  deals  mostly  in  currency. 


Q&A 


Have  students  locate  items  on 
the  sample  bank  statement  that 
might  need  further 
investigation.  Use  transparency 
#5  during  discussion. 


Q.      What  bank  statement  item(s)  would 
you  follow  up  on? 

A.  $6,750  Deposit 
Round  number 
Need  to  trace  source 


Depositing  Funds  to  an  Account 

1.      Documents  involved 

(Deposit  Tickets  and  Bank 
Microfilm). 

a.  Deposit  tickets  provide 
source  of  deposit 
information. 

b.  Actual  deposit  items 
are  not  kept  by  bank 
but  are  copied  on 
microfilm. 


r.' 
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c.      Microfilm  can  be  used 
as  evidence  in 
investigation. 
"Shop  Book  Rule" 
allows  custodian  of 
bank  record  to  testify 
as  to  the  meaning  of 
records. 


6.  Source  and  Disposition  of 
Deposits 


Must  trace  flow  of 
deposit  money  in  both 
directions  -  source  and 
disposition. 


7.  Deposit  T\cke\ 


Information  available  to 
investigator  (Deposit  Tickets 
and  other  Deposit  Items) 

a.  Source  of  cash  or 
check  provides  leads 
to  witnesses 

b.  Photograph  of  person 
making  deposit 
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Refer  to  sample  deposit  ticket 
wtiile  discussing  Benidect 
deposit. 


Example:  Benidect  Deposit 
(Additional  Scenario  Information) 
Benidect  is  a  union  official  with  a 
take-home  salary  of  $1 ,645.97 
every  two  weeks.  Where  did 
Benidect  get  the  $4,500  cash  and 
$2,250  check?  Reviewing  the  bank 
microfilm  provided  these  leads:  (1) 
$2,250  in  traveler's  checks  were 
purchased  by  Corporation  A  and 
cashed  by  Benidect.  (2)  A  cashier's 
check  to  Benidect  purchased  by 
owner  of  Brown  Building  with  a 
business  check.  (3)  Payroll  check 
from  Corporation  B  to  "Joe  Blow" 
endorsed  over  to  Benidect  and 
deposited  by  Benidect. 


Q&A 


Have  students  develop  ideas  on 
following  the  leads  presented  in 
the  example. 


HOW  TO  HANDLE  LEADS? 
Corporation  A:  How  was  traveler's 
check  treated  in  books?  Who 
purchased  check?  Interview  person. 
Who  made  book  entries?  Interview 
person. 

Brown  Building:  Interview  person 
who  wrote  check. 
Corporation  B:  Does  Joe  Blow 
exist?  Who  did  payroll  check? 


SCENARIO  POINT:  It  appears 
Benidect  could  be  extorting  money 
from  businesses  to  ensure  "no 
strikes." 
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8.  Bank  Operations 

NOTE:  This  transparency  is 
used  again  with  next  item  -  4. 
Coiiection. 

Refer  to  each  item  on  the 
diagram  as  discussed. 


Deposit  system 

(Customer  -  Presents  Deposit 
Items) 

a.      Videotaping  of 

transactions  -  evidence 
(Tape  availability  is 
limited  to  30-90  days 
because  tapes  are 
commonly  reused.) 


OPTiONAL:  Use  guest  lecturer 
from  bank  to  present  the  bank 
operation  system. 


b.  Handwriting  -  evidence 

c.  Testimony  of  teller  - 
evidence 

(Transaction  Entry  Points) 

d.  Teller,  cash  service 
department,  intra- 
account  transactions 
or  electronic  transfers 
between  financial 
institutions  are  entry 
points. 


e.       Difficult  to  trace 
currency  once  in 
system.  Banks 
hopefully  separate 
currency  in  question 
before  depositing. 

(Proof  Department) 


f.       Proof  process  critical 
to  retrieving 
documents  (sources  of 
information,  leads, 
evidence) 
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10.  MICR  Encoding 
Explain  number  system. 


g.  Proof  numbers  (way 
documents  are  located 
and  linked  to  each 
other) 

h.  Magnetic  Ink 
Character  Recognition 
(MICR)  Encoding 
(High-speed  computer 
processing) 

i.  Micro-filming 

(1)  Related  items 
are  filmed  in 
sequence  of 
receipt  (deposit 
ticket,  cash-in 
slip,  checks 
both  sides). 

(2)  Filmed  by  teller 
(teller  #1 
transactions, 
teller  #2  etc.). 
Note:  Older 
system's  filming 
may  not  be 
sequential. 

(3)  Everything 
except  currency 
is  micro-filmed. 
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(4)  Currency 
transactions 
over  $10,000 
must  have 
Currency 
Transaction 
Report  on  file. 
Exception: 
Businesses 
which  normally 
have  heavy 
currency 
deposits. 


Example:  Grocery 
store  with  $100,000 
per  weekend 


Instructor  Notes 


11.  Currency  Transaction  Report 


Show  report  form  on 
transparency  OR 


Refer  to  sample  fomn  in  text  on 
page  93. 
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Q&A 


4.  Collection 

Q.      How  does  the  bank  get  the 
money  that  is  now  credited  to 
the  account  to  which  it  was 
deposited? 

A.  Depends  upon  "Bank  of 
Deposits"  relationship  to 
"Bank  of  Origins" 


8.  Bank  Operations 

NOTE:  This  transparency  was 
used  in  ttie  discussion  of  the 
previous  item  -  3.  Deposit 
Systems. 

Use  transparency  to  expiain 
bank  coilection  process.  Start 
with  Items  shown  on  right  and 
work  towards  the  left  of  the 
transparency. 


a.      Routing  items  to  get 
paid 

Example  Scenario:  I  deposit 
a  $100  check  from  Bill 
Steckel.  My  account  is 
credited  for  $100.  My  bank 
doesn't  have  the  $100.  My 
bank  has  to  collect  the  $100 
from  Bill's  Bank.  Then  Bill's 
bank  subtracts  the  $100  from 
Bill's  account  and  sends  Bill 
the  "canceled  check"  with  the 
statement. 


b.  Bookkeeping 
department 


p.-  •  - 
0 


Example:  I  transfer  $100 
from  checking  to  savings. 
Only  requires  internal 
"transfer"  (INTERNAL) 

Example:  I  deposit  a  $100 
check  from  Bill.  Both  of  us 
have  our  accounts  at  the 
same  bank  (ON-US) 

c.      Clearinghouse  bank 

Example:  I  deposit  a  $1 00 
traveler's  check  from  Bill.  He 
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d.      Correspondent  Bank 
Federal  Reserve  Bank  (FRB) 

Example:  I  deposit  a  $1 00 
traveler's  check  from  Bill. 
American  Express  bank  is 
Wells  Fargo  Bank  at  San 
Francisco  (TRANSIT  ITEM). 
It  may  go  through  FRB  in  St. 
Paul  to  FRB  in  San  Francisco 
to  Wells  Fargo  Bank  in  San 
Francisco. 

D.      Withdrawing  Funds  from  an  Account 

1.      Information  on  a  check 

a.  Every  check  has  at 
least  one  lead  -  called 
"Check  Magic." 

Example:  $25  check  led  to  a 
$250,000  condominium. 

b.  Checks  are  Prima 
Facie  evidence. 
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12.  Check  Front 

Refer  to  items  on  check  as 
discussed. 


Appendix  B  of  the  textbook 
(pages  389  and  390)  lists  ABA 
numbers. 


(FRONT  OF  CHECK) 

c.  ABA  transit  items 

1st  #  bank  of  origin's 
city,  state  or  territory 

2nd  #  bank's 
Identification 

d.  Check  routing  symbol 

3  or  4  digits  to  identify 
Federal  Reserve 
District  and  collection 
facility 

Last  digit  of  zero 
means  funds  paid 
immediately  -  other 
digits  mean  deferred 


e.       Magnetic  Ink 

Character  Recognition 
(MICR) 

Preprinted  items 
Post  printed  items 
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(BACK  OF  CHECK) 

Proof  numbers  (relate 
items  together) 

Processing  dates 
(should  be  about  same 
as  date  written) 

Endorsement 

(individual, 

corporation) 


Banks  passed  through 
to  get  back  to  bank  of 
origin 

(OTHER) 

Cashed  codes  or  teller 
stamp 

2.      Check  analysis 

15.  Check  Analysis 


a.  Use  different  sorts. 

By  payee,  by  date, 
By  payee,  by  date,  by 
amount 

By  date,  by  amount 
By  writer,  by  payee,  by 
date,  by  amount 

b.  Look  for  patterns  and 
breaks  in  patterns. 


13.  Check  Back 

Refer  to  items  on  tha  check  as 
discussed. 


h. 


14.  Cashed  Codes 
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c. 


Document  unusual 


payees,  unusual 
amounts,  patterns  of 
dates,  payees, 
amounts. 

d.       Do  check  analysis  on 
computer  to 
"massage"  information. 


Example:  Benidect  Check 
Analysis 

What  amount  pattern  do  you 
see  in  the  checks  to  Virginia 
Power?  Peaks  during  Jan- 
Mar  and  July-Sept  -  normal. 
What  is  peculiar  about  the 
rent  checks?  Need  to 
determine  how  rent  was 
paid  -  cash,  cashier's  check, 
traveler's  check,  someone 
else  paid,  undisclosed  2nd 
account. 


E.      Dealing  with  Special  Transactions 
1 .      Types  of  Transactions 


Q&A 


Have  students  analyze 
information  from  checks  to 
answer  questions. 


Credit  memo 
Debit  memo 
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16.  Credit  and  Debit  Memo 


Refer  to  items  as  discussed. 


2.      Transactions  Involved 
Examples:  Debit  Memo 

a.  Automatic  loan 
payment,  e.g.,  vehicle, 
mortgage  or  life 
insurance  payment 

b.  Transfer  between 
checking  and  savings 

c.  Cost  of  check  printing 
Examples:  Credit  Memo 

d.  Interest  earned  on 
savings  or  checking 
account 


2.  Types  of  Bank  Transactions 

NOTE:  This  transparency  was 
used  previously  In  Section  11,  B. 
Types  of  Bank  Transactions. 

Refer  to  the  txrttom  half  of  the 
transparency  showing  non- 
accounts.  Emphasize  these 
Items  do  not  relate  directly  to 
money  flow  In  suspect's 
account. 


e.      Automatic  payroll 
deposit 

IV.      INVESTIGATING  BANK  NON-ACCOUNT 
TRANSACTIONS 

A.      Definition  and  Types 
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B. 


Loans 


Documents  involved 


As  each  item  is  discussed,  list  it 
on  the  board. 


Loan  applications  and 
personal  financial 
statements  -  "financial 
picture" 


Loan  repayment 
ledgers  -  loan  details 
and  payments  made 

Loan  correspondence  - 
letters,  memorandums, 
possible  mortgage  or 
corporate  information 


17.  Loan  Application 

Refer  to  the  Sample  Loan 
Application  form  in  the  Student 
Workbooli  on  page  5-6. 


2.       Information  available  to 
investigator 

(Loan  Application/Personal 
Financial  Statement) 

a.      Leads  to  other  assets 
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(Loan  Repayment  Ledger) 

b.      Loan  repayment 
method 


(1) 


Unusual 
repayments 


Question:  Payment 
not  coming  from 
suspect's  account. 
Where  is  it  coming 
from? 

(2)  Payments 
appear  above 
person's  ability 
to  pay 

Question:  Does 
suspect  have 
undisclosed  assets  or 
is  third  party  making 
payments'? 

(3)  Consistent  late 
payments 

Question:  Is  suspect 
in  collusion  with  bank? 
Special  arrangements? 

(4)  Lump  sum  or 
odd  amount 

Question:  Where  did 
money  come  from? 

c.  Downpayment 

Question:  Where  did  it  come 
from? 


FINANCIAL  INVESTIGATIONS 


5-20      Chapter  5:  Financial  Institutions  as  Sources  of  Information 


ERIC 


Instructor  Guide 


Instructor  Notes 


Presentation 


d.       Disposition  of  loan 
proceeds 

(1)  No  record  of 
loan  proceeds 
going  into 
suspect's 
account 

Questions  -  Was  loan 
downpaynnent  for 
undisclosed  assets? 
Does  suspect  have 
other  accounts? 

(2)  Tracing 
disposition 
produces  leads 
to  nnoney  wire 
transfers  out  of 
country  and 
possible  bank 
checks 

(Loan  Correspondence) 

e.      Credit  checks  and 

internal  nnennorandunn 
produce  leads  to  other 
assets,  loans,  bank 
accounts 


C.      Bank  Checks  (Cashier's  Checks, 

Certified  Checks,  Traveler's  Checks, 
and  Money  Orders) 

1 .      Docunnents  involved 


a.      Cashier's  Check  - 


18.  Cashier's  Check 


drawn  by  bank  on  own 
funds  with  rennitter  and 
payee 


r.- 
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b.      Certified  Check  -  bank 
guarantees  there  is 
sufficient  funds  on 
deposit 


c.  Money  Order  - 
negotiable  instrument 
issued  for  specific 
amount  (substitute  for 
a  check) 

d.  Traveler's  Check  - 
internationally 
redeemable  check 
purchased  in  various 
denominations 


2.       Information  available  to 


Investigator 


a.       If  deposited  into  or 

withdrawn  from  known 
account,  bank  "proof 
system"  can  be  used 
to  trace  leads. 

Example:  Bank  check 
purchased  with  account 
check.  Check  can  be  located 
on  microfilm  and  it  will  tell 
who  purchased,  and 
endorsement  will  tell  where 
money  went. 


19.  Source  and  Disposition  of 
Banlt  Checlts 


b.       If  unknown  account 
used,  then  interview 
bank  personnel  for 
leads. 
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G.      Trace  source  of  funds 
used  to  purchase  the 
checks  and  the 
ultimate  disposition  of 
checks. 

D.      Currency  Transactions 

1 .      Limited  documentation. 
Amount  exceeds  $10,000, 
then  must  file  Currency 
Transaction  Report  (CTR). 


Currency  Transaction  Report 
was  previously  shown.  Refer  to 
textbook  on  page  93  or 
Transparency  11. 


Example:  Money  laundering  is 
accomplished  because  of  this 
investigative  limitation. 


2.      Information  available  to 
investigator 

a.  Bank  employee 
testimony 

b.  Search  of  teller  tape 
and  proof  film  by 
date  -  If  date  of  cash 
transaction  is  known, 
gather  several 
transactions  before 
and  after  transaction 
you  are  interested  in. 
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Wire  Transfers 


2. 


Documents  involved 

a.  Bank  records  of  bank 
of  origin  and  bank  of 
destination  available 

b.  Memo  entry  on 
statement 

Information  available 

a.      Records  identify  the 
sender,  amount,  date, 
and  recipient  (leads). 


F.      Safe-Deposit  Boxes 


20.  Lease  of  Safe-Deposit  Box 

Sample  form  shown  in  Student 
Workbook  on  page  5-7. 


Documents  involved 

a.  Rental  agreement 

b.  Entry  log 


2.      Information  available 


(Agreement) 


Indicates  date  first 
rented  and  identity  of 
renter 
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(Entry  Log) 


b.      Indicates  date  and 
times  of  visits,  and 
reports  visitor  identity. 
May  be  used  to 
corroborate  testimony 
relating  to  receipt  of 
illegal  currency  or  the 
proceeds  from  illegal 
activities. 

Example:  A  major  narcotic 
sale  by  suspect  may  relate  to 
same  date  as  visit  to  safe- 
deposit  box. 

G.  Bank  Credit  Card 

1.  Documents  involved 

a.  Charge  slips 

b.  Repayment  information 

2.  Information  Available  to  the 
Investigator 

Leads  to  purchases  of 
jewelry,  cars,  furs 

H.  Obtaining  Financial  Records  from  a 
Bank 

1 .  Procedures 


a.       Consider  obtaining 
records  from  suspect. 


o  ^  O 
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b.       Banks  cannot  provide 
access  to  an  account 
unless  legally 
compelled  to  do  so. 
Based  on  the  Bank 
Secrecy  Act  and  the 
Right  to  Financial 
Privacy  Provisions  of 
Federal  law.  Legal 
compulsion  is  in  the 
form  of  subpoenas, 
summonses,  or  court 
orders. 


account. 

d.       Retrieval  of  records  is 
costly  and  time 
consuming. 
Investigator  must 
properly  select 
documents  needed. 

2.      Maintenance  of  records 
a.       5  years  -  Checking/ 


Savings  Account 
Records  including: 
signature  card, 
statements,  ledger 
cards  or  deposit/ 
withdrawal  records, 
copies  of  both  sides  of 
customer  checks,  bank 
draft  money  orders 
and  cashier's  checks 


Refer  to  the  Student  Workbook, 
pages  5-4  and  5-5,  for  a  listing 
of  Ijank  records  available. 


c. 


Banks  can  inform 
Government  of 
relevant  information  in 
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b.  2  years  -  All  records 
necessary  to 
reconstruct  a 
customer's  checking 
account  and  trace  and 
supply  a  description  of 
checks  for  over  $1 00 
deposited  into  an 
account 

c.  Any  extension  of 
$5,000  must  be  kept 

d.  Any  transfer  of 
$10,000  out  of  U.S. 
must  be  kept 


Individual  Exercise:  Bank 
Reconciliation 


Refer  students  to  the  Student 
Workbook,  page  5-8,  for  Bank 
Reconciliation  Exercise.  Expiain 
to  the  students  that  this 
exercise  will  help  them  see  the 
relationship  of  several  of  the 
bank  documents.  Have  the 
students  read  the  exercise. 
Clarify  any  questions  before 
beginning.  A  summary  of  some 
of  the  bank  document 
information  discussed  Is 
Included  In  the  Student 
Workbook  on  pages  5-2  and  5-3. 
Exercise  may  be  given  as  an 
out-of-class  assignment. 


Upon  completion  of  exercise, 
distribute  exercise  feedt)ack 
sheets.  See  Appendix,  page  A5- 
2.  Discuss  exercise. 
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OPTIONAL:  Use  guest  lecturer 
from  Brokerage  firm. 


IV.      BROKERAGE  FIRMS 


Functions 


Securities  Market  -  buying 
and  selling  stocks  and  bonds 

Commodities  Market  -  buying 
and  selling  produced  goods 


B. 


Overview  of  Securities 


21.  Securities 

DISCUSS  temiirralogy  associated 
with  each  type  securtty  listed. 


Stocks 


2.  Dividends 


3. 


Bonds 


Corporate  bonds 
Municipal  bonds 

4.  U.S.  Government  obligations 

Treasury  Bills 
Treasury  Notes 
Treasury  Bonds 

5.  Registered  Bonds 

6.  Coupon  Bond 


..       7.      Registered  Coupon 

J 
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Discuss  the  function  of 
organizations. 


8.  Exchanges/Market 

Organized  securities 
exchanges 

Over-the-counter  market 


22.  Commodities 
Discuss  term. 


C.      Overview  of  Commodities 


1. 


Future  contracts 


Discuss  organization  function. 


2.      Organized  commodity 
exchanges 


D.      Documentation  and  Information 
Available  to  an  Investigator 


23.  Brokerage  Account 
Application 


1 .      Account  application 

a.  Prepared  when 
opening  account 

b.  Includes  personal 
data,  bank  references, 
credit  checks 
performed 


24.  Customer  Account  Card 


Customer  account  cards  - 
Record  of  customer's  account 
activity 


L  o  'J 


Signature  card  -- 
Shows  who  has  authority  to 
conduct  transactions  on  the 
account 
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Securities  receipts  -- 

Proof  of  delivery  of  securities 

for  sale  to  broker 


Cash  receipts  - 

Proof  that  customer  delivered 

currency  to  broker 

Confirmation  slips  -- 
Shows  customer  the  type  of 
transaction  and  the  amount 
involved  in  transaction. 

Securities  delivered  receipt  -- 
Proof  that  securities  received 
by  customer 


25.  Brokerage  Account 
Statement 


8.      Brokerage  account  statement 

a.      Brokerage  firm  can 
provide  source 
documents 


Point  out  items  on  sample 
statement  as  discussed. 


Information  as  to 
purchases  and  sales, 
the  name  of  the 
security,  the  number  of 
units,  the  amount  per 
unit,  the  total  amount 
of  transaction,  the 
account  balance, 
payments  received 
from  the  customer, 
disbursements  to  the 
customer  and  the 
customer's  position. 


r:  - 
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VI.      OTHER  FINANCIAL  INSTITUTIONS 


26.  Western  Union 


Inform  students  that  some  of 
trie  same  Infomiation  is 
available  on  a  check. 


27.  Currency  Transaction  Report 
by  Casinos 

OR 


A.  Western  Union  -  Available 
Information  and  Documentation 

1.  Application  prepared  by 
sender 

2.  Request  for  payment 
prepared  by  recipient  of  the 
funds 

3.  Bank  draft  drawn  by  Western 
Union  payable  to  the  person 
receiving  the  money 

4.  Canceled  drafts  and  original 
telegram  applications  are 
stored  for  three  years  and 
then  destroyed,  except  those 
over  $1 ,000. 

B.  Casinos  -  Available  Information 

1 .  Bank  account  statements, 
credit  card  and  loan 
applications,  hotel/room 
service  documentation 

2.  Currency  Transaction  Report 
by  Casinos,  Form  8362 


Refer  to  Sample  Form  In  the 
textbook  on  page  116. 
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Q&A 


Textbook  Review  Questions  (Pages 
118  through  124) 


Have  students  complete 
questions  individually  or  work 
in  teams. 


VII.  SUMMARY 


Summarize  tlie  objectives 
addressed  in  tills  ciiapter. 


A.      During  this  class  you  have  learned 
how  to  -- 

1 .  Describe  terms  related  to 
banking  and  brokerage  firms. 

2.  State  what  records  are 
available  from  banks  and 
brokerage  houses. 

3.  Analyze  bank  and  brokerage 
firm  records. 

4.  State  what  informatiot;  is 
available  from  Western  Union 
and  casinos. 
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B.      Tie-in  to  Next  Chapter 

Example:  In  the  case  of  Paul,  the 
drug  dealer,  tracing  the  movement 
of  funds  through  a  financial 
institution  is  the  way  to  prove  the 
suspect  lied.  How  this  is 
accomplished  is  by  using  the 
techniques  discussed  in  this  chapter 
when  reviewing  the  financial 
paperwork.  In  the  next  chapter,  we 
will  explore  how  financial 
investigators  trace  the  movement  of 
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BANK  RECONCILIATION  WORKSHEET 


STEP  1 

Place  a  checkmark  (✓)  beside  each  check  in 
the  checkbook  register  that  appears  on  the 
bank  statement.  Those  checks  NOT  mar1<ed 
off,  list  below  as  outstanding  checks. 


STEP  2 


Check  No. 


J559 
J  60S 
3612 
3614 
3615 
3616 
3617 
3618 
3619 


Amount 


10 
44 

loo 

~9Z 

~lo 

22 

loi 

~65 
100 


00 

W 

IT 

W 

W 

IT 

w 
w 
w 


Enter  the  Checkbook  Balance 

1744 

47 

Add  Unrecorded  Deposits 
from  Bank  Statement  {+) 

24 

95 

Subtotal 

1769 

42 

Deduct  Account  Fees      ( - ) 

12 

00 

ADJUSTED  CHECKBOOK 
BALANCE  -  Line  A 

1757 

42 

STEP  3 


Enter  the  Bank  Statement 
Balance 

2406 

20 

Add  Unrecorded  Deposits 
from  Checkbook  (+) 

0 

0 

Subtotal 

2406 

20 

Deduct  Outstanding  Checks 
from  Step  1 .                ( - ) 

648 

78 

ADJUSTED  BANK  STATEMENT 
BALANCE  -  Line  B 

1757 

42 

TOTAL 


648 


78 


The  account  Is  reconciled  when  Line  A  and 
Line  B  are  In  balance. 


ERIC 
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Upon  reviewing  the  monthly  bank  statement  provided  for  12/24/92  through  1/25/93, 
what  might  alert  the  financial  investigator  to  possible  financial  wrongdoing? 


A  deposit  on  1/3/93  for  $2,000.00  and  a  cash  deposit  on  1/18/93  for  $500  are 
not  tied  to  monthly  income.  Both  deposits  are  in  round  numbers.  Where  did 
the  deposits  come  from? 

Balance  seems  high  for  known  income.  Mr.  Wright's  income  from  the  two  jobs 
is  the  only  known  family  income. 


What  other  bank  documents  might  be  helpful  to  the  financial  investigator  in  proceeding 
with  the  investigation? 

Deposit  Items  -  Trace  where  money  came  from  for  deposits. 

Canceled  Checks  -  Canceled  checks  could  provide  leads  as  to  how  money  is 
being  spent.  The  canceled  checks  could  provide  some  of  the  same  information 
as  seen  in  the  check  register.  From  reviewing  the  register  information,  several 
items  would  merit  closer  scrutiny. 

Suspect's  monthly  expenses  seem  higher  than  his  monthly  income 
(mortgage,  car  payment,  food,  utilities).  Where  is  the  extra  money 
coming  from  to  support  the  family? 

Why  were  two  power  company  bills  paid?  Does  the  suspect  have 
additional  real  property  besides  residence? 

Previous  Bank  Statements  -  Has  there  been  a  deposit  trend? 
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CHAPTER  6: 


TRACING  THE  MOVEMENT  OF  MONEY  THROUGH  A 
BUSINESS 


LENGTH: 
OBJECTIVES: 


6  Hours 


Describe  the  basic  forms  of  business  organization. 


INSTRUCTIONAL 
METHODS/ AIDS: 


Explain  why  a  knowledge  of  accounting  is  important 
to  the  financial  investigator. 

Define  or  describe  basic  accounting  terms. 

Journalize  transactions. 

Post  journal  entries  to  a  general  ledger. 

Prepare  a  balance  sheet  and  an  income  statement. 


ICON  LEGEND 
(Those  used  in  this  lesson  are  highlighted) 


Q&A 


Role  Play 


Distribute  Document 


Shaw  Transparency 


Discussion 


Use  Flip  Chart 


Do  Group  Exercise 


Refer  to  Textbook 


Use  Chalkb4)ard 


Do  Individual  Exercise 


f  -  ... 
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Chapter  6  -  List  of  Transparencies 

1 .  Types  of  Business  Organizations 

2.  Accounting 

3.  Characteristics  of  Accounting  Systems 

4.  Types  of  Accounting  Systems 

5.  Checkbook  Register 

6.  Methods  of  Accounting 

7.  Elements  of  Accounting 

8.  Accounting  Equation  (1) 

9.  Accounting  Equation  (2) 

10.  Equation  Worksheet  (1) 

1 1 .  Income  and  Expenses 

1 2.  Profit  and  Loss 

13.  Accounting  Equation  (3) 

1 4.  Equation  Worksheet  (2) 

15.  Accounting  Cycle 

16.  Sample  Source  Documents 

17.  T-Account 

18.  Accounting  Equation  (Debit/Credit) 

19.  Blank  Journal  Form 

20.  Types  of  Specialized  Journals 

21 .  Blank  Ledger  Account  Card 

22.  Trial  Balance 

23.  Balance  Sheet  (Account  Form) 

24.  Balance  Sheet  (Record  Form) 

25.  Balance  Sheet 

28.  Income  Statement  (Single-Step  Format) 

27.  Income  Statement  (Multi-Step  Format) 

28.  Income  Statement 

29.  Auditing  Process 


STUDENT 
WORKBOOK: 


Chapter  6  -  Workbook  Contents 
Start-Up  Business  Exercise 
Mary  and  John  Crook  Exercise  -  Part 
Basic  Accounting  Principles  Booklet 


INSTRUCTIONAL 
EQUIPMENT: 


Overhead  projector 


INSTRUCTOR 
REFERENCES: 


Textbook  -  Financial  Investigations.. .A  Financial  Approacti 
to  Detecting  and  Resolving  Crimes 
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I. 


INTRODUCTION 


Use  a  transition  statement  from 
previous  ciiapter  instruction. 


A. 


Attention  Getter/Motivator 


Example:  Criminals  often  unknowingly 
leave  a  "trail"  of  evidence  (i.e.,  fingerprints, 
blood,  etc.),  thus  making  it  easier  for  the 
investigator  to  "catch"  the  criminal.  On  the 
same  hand,  financial  criminals,  by  using 
the  pieces  of  paper  that  reflect  the 
movement  of  money  through  a  business, 
produce  a  "paper  trail"  for  the  financial 
investigator  to  pursue  for  evidence. 
Knowledge  of  how  money  flows  through  a 
business  provides  the  investigator  with  the 
ability  to  follow  the  paper  trail  to  answer 
questions.  . 


B.  Objectives 


1.  Describe  the  basic  forms  of 
business  organization. 

2.  Explain  why  a  knowledge  of 
accounting  is  important  to  the 
financial  investigator. 

3.  Define  or  describe  basic 
accounting  terms. 

4.  Journalize  transactions. 


Refer  to  tlie  objectives  listed  on 
pages  125  and  126  in  tlie 
textbook. 


tJ  U  v> 
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1.  Types  of  Business 
Organizations 


5.  Post  journal  entries  to  a 
.  general  ledger. 

6.  Prepare  a  balance  sheet  and 
an  income  statement. 


TYPES  OF  BUSINESS  ORGANIZATIONS 

A.      Description  of  Proprietorship, 
Partnership,  and  Corporation 


I 


Use  textbook  description  on 
page  126. 


Proprietorship 


Use  textboolt  description  on 
page  127. 

Refer  to  tlie  sample  Articles  of 
Partnerstiip  in  textbook  on  page 
129. 


Partnership 

a.  Requirements 

b.  Agreement 


Use  textbook  description  on 
page  130. 

Refer  to  the  sample  Articles  of 
incorporation  In  textbook  on 
page  131. 


Corporation 


FINANCIAL  INVESTIGATIONS 


6-4 


Chapter  6  Tracing  the  Movempnt  of 
Money  Through  a  Business 


Instructor  Guide 


Instructor  Notes  Presentation 


Refer  to  Chart  In  textbook  on  B.      Comparison  of  Three  Types  of 

page  133.  Use  the  infonnatlon  Business  Organizations 

as  a  summary  of  items 

discussed  in  the  previous 

section. 


1 .  Advantages 

2.  Disadvantages 

Use  textisoolc  descriptions  on  C.      Other  Business  Organizations 

pages  132  through  134. 

1 .  Limited  partnership 

2.  Cooperative 

3.  Mutual  company 

4.  Shell  corporation 
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The  following  sections  In  this 
Instructor  guide  address  some 
basic  principles  of  accounting. 
Based  on  the  students' 
backgrounds,  present  as  much 
detail  as  necessary  to  ensure  a 
general  understanding  of  the 
accounting  process. 

Recommend  that  the  material  be 
presented  In  any  of  the 
following  combination  of  ways: 

(1)  Assign  booklet  as  an 
out-of-class  self-study. 

(2)  Discuss  in  class  key 
points  from  booklet  and 
textbook. 

(3)  Use  accounting 
personnel  as  guest 
lecturer. 

Time  required  to  complete  this 
portion  of  the  instruction  will 
depend  upon  the  method  and 
amount  of  detail  required  to 
ensure  students'  understanding. 

Suggest  that  the  examples 
given  in  the  tmoklet  be  used  to 
illustrate  the  key  points 
presented  in  the  guide. 
Addittonal  examples  from  other 
basic  accounting  textbooks  may 
be  helpful  if  additional  examples 
are  needed. 

Emphasize  to  the  students  that 
the  financial  investigator  does 
not  need  to  be  an  accountant, 
but  must  understand  the 
relationship  among  the 
components  of  the  accounting 
process. 

■  r. 
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III.      GENERAL  DESCRIPTION  OF 
ACCOUNTING  SYSTEMS 


2.  Accounting 

Use  definition  in  textbook  on 
page  134.  Infonn  students  that 
accounting  is  defined  in  a 
variety  of  tenns  but  basically  it 
deals  with  these  items. 


Definition  of  Accounting 

1 .  Recording  transactions 

2.  Summarizing  transactions 

3.  Interpreting  data 


B.      Characteristics  of  Accounting 
Systems 


3.  Characteristics  of  Accounting 
Systems 


Use  descriptions  in  textboolt  on 
page  136. 


Explain  that  most  businesses 
today  use  a  mechanized  system 
to  track  the  flow  of 
transactions.  Whether  an 
automatic  or  manual  system  is 
used,  the  documentation 
requirements  remain  the  same. 


Designed  to  track  the  flow  of 
transactions 


Transactions  equal 
exchanges 
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4.  Types  of  Accounting  Systems 


Types  of  Accounting  Systems 


5.  Checkbook  Register 

Point  out,  using  the  figures  on 
register,  how  each  entry 
increases  or  decreases  the  fund 
balance. 


Single-entry  --  Chronological 
recording  of  all  transactions 
in  one  place 

Example:  Checkbook 
Register 


stress  that  most  companies  use 
the  double-entry  system.  The 
examples  shown  in  this 
instruction  are  for  a  double- 
entry  system.  Indteate  that  this 
will  be  illustrated  when  working 
through  some  of  the  accounting 
examples  from  the  booklet. 


Double-entry  -  Each 
transaction  affects  two  or 
more  accounts  resulting  in 
multiple  entries  to 
recordkeeping  system. 


D.      Methods  of  Accounting 


6.  Methods  of  Accounting 


Use  textbook  description  on 
pages  138  and  139.  Refer  to 
each  item  as  discussed. 


1 .      Cash  basis 


Accrual  basis 


Hybrid  method 
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7.  Elements  of  Accounting 


IV.      THE  ACCOUNTING  EQUATION 


A.      Elements  of  Accounting 


Refer  to  examples: 
Textbook  -  page  140 
Booklet  -  page  3. 


1 .  Assets 


Refer  to  examples: 
Textbook  -  page  140 
Booklet  -  page  4. 


2.  Liabilities 


Refer  to  examples: 
Textbook  -  page  141 
Booklet  -  page  4. 


3.      Owner's  equity 


8.  Accounting  Equation  (1) 

Emphasize  to  the  students  the 
importance  of  understanding 
the  relationship  of  the 
components  of  the  equation. 
Performing  any  accounting  task 
requires  knowledge  of  these 
underlying  principles. 


B.      Components  of  the  Equation 


Refer  to  booklet  example  on 
page  5. 


1 .      Items  of  value  (assets) 


2.       Claims  (liabilities  +  owner's 
equity) 
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9.  Accounting  Equation  (2) 


Expiain  variation  to  the  equation 
on  page  5  of  the  boolclet. 


Use  iaookiet  examples  on  page 
7  to  iiiustrate  principles. 

Work  through  examples  on 
chalkboard 


Effect  of  Business  Transactions  on 
the  Equation  Components 


or  use  transparency  worksheet. 


10.  Equatton  Worksheet  (1) 
(Optk>nal) 


Principle 

Each  transaction  ultimately 
affects  other  accounting 
within  the  equation. 

Principle 

Both  sides  of  the  accounting 
equation  must  be  equal  at 
the  conclusion  of  each 
transaction. 


r    - , 
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11.  Income  and  Expenses 


12.  Profit  and  Loss 

Use  booklet  definitions  on  page 
8. 


13.  Accounting  Equation  (3) 
Use  booltlet  example  on  page  9. 
Work  through  the  example  on 


Or  use  transparency  worksheet. 


D.      Income/Expenses  and  the 
Accounting  Equation 


1. 


2. 


Definitions 


a. 
b. 
c. 
d. 


Income 
Expenses 
Profit 
Loss 


Effect  on  the  accounting 
equation 


14.  Equation  Worksheet  (2) 
(Optional) 


r.' 
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V. 


15.  Accounting  Cycle 


Give  a  brief  overview  of  the 
process  using  the  information 
summarized  on  pages  12 
through  14  In  the  booklet. 
Explain  that  each  Item  is 
discussed  in  greater  detail  in 
the  next  two  sections. 


THE  ACCOUNTING  CYCLE 

A.  Overview  of  Cycle 

B.  Overview  of  Cycle  Events  and 
Documentation 

1.  Documenting  business 
transactions 

2.  Journalizing  transactions 

3.  Posting  journal  entries  to 
ledger 

4.  Preparing  trial  balance 

5.  Preparing  financial 
statements 
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Two  illustrative  problems  are 
included  in  the  accounting 
booklet  ~ 


VI.      RECORDING  FINANCIAL 
TRANSACTIONS 


(1)  Karen  White's  T-ShIrt  Shop 

(2)  Larry  Olsen's  Law  Practice 

Either  one  can  be  used  to 
discuss  Section  VI  and  Vli 
topics.  For  instructional 
purposes,  the  Karen  White 
example  is  referred  to  in  this 
guide.  Reference  is  also  made 
to  examples  of  documents 
included  in  the  textbook. 


16.  Sample  Source  Documents 


Source  Documents 


Purpose  -  serves  as  proof  of 
business  transaction. 


Identify  what  some  of  the 
source  documents  are.  Suggest 
that  real  life  examples  of  some 
of  the  documents  be  brought  to 
class  for  illustrative  purposes. 


2.      Origin  -  Outside  organization 
or  within  organization.  Some 
source  documents  sent  to 
other  businesses  or 
individuals. 

Examples:  Cash  receipts,  credit 
slips,  vendor  checks,  employee 
checks,  invoices,  property  transfer 
documents,  etc. 
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OR 


B. 


Accounts 


Use  booklet  explanation  on 
page  20. 


1.      Use:  grouping  of  all  like 
transactions. 


Refer  to  examples: 
Textbook  -  page  150 
Booklet  -  page  16. 


Chart  of  accounts 


Purpose  -  Organize 
accounts  for  easy 
reference. 


Use  example  and  terminology  In 
booklet  on  page  17. 


17.  T-Account 


Work  through  the  example  on 


Numbering  system 


T-Account  format 


Debit 


Credit 


r. 
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18.  Accounting  Equation 


Work  through  example  in 
booldet  on  page  18  and  19. 


Procedures  for  debiting  and 
crediting  accounts 


Work  through  example  in 
booklet  on  pages  20  and  21. 


The  accounting  equation  and 
debiting  and  crediting 
accounts 


General  Journal 


Refer  to  sample  General  Journal 
in  booklet  on  page  22. 


Use  and  format 


Provides  chronological 
listing  of  all 
transactions  showing 
debit  and  credit 
information. 

Each  account  affected 
is  shown  with 
appropriate  account 
debit  or  credit. 


Procedures  for  journalizing  a 
transaction 


19.  Blank  Journal  Form 
(Optional) 


Work  through  the  example  In 
booklet  on  pages  23  and  24. 
Use  the  blank  form  on 
transparency  #19,  chalklxiard  or 
flipchart  while  working  through 
example. 
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D. 


Specialized  Journal 


20.  Types  of  Specialized 
Journais 


Stress  ttiat  tliese  are  examples. 
Each  business  may  customize 
ttieir  own. 


1. 


a. 


Use  and  format 


Designed  to 


accommodate  "like 
transactions"  of  a 
business. 

Example:  Most  companies 
need  a  journal  to  show  how 
much  CASH  is  received  by 
company. 

b.  Provides  business  with 
a  more  efficient  way  of 
locating  all  like 
transactions. 

c.  Some  small 
businesses  do  not  use 
specialized  journals. 
Use  of  specialized 
journals  still  requires 
use  of  General 
Journal. 

d.  Number  of  specialized 
journals  used  by  each 
business  varies.  Most 
common  ones 
discussed  in  this 
instruction. 
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Review  two  examples  of 
specialized  Journals: 
Booklet  -  pages  26-29 
Textbook  -  pages  153-156. 


2.  Types 


Sales  journal 
Purchase  journal 


Refer  to  the  two  examples  on 
page  154  in  textbook  to  show 
the  differences  between  the 
column  format  versus  the  linear 
format. 


Cash  receipt  journal 


Cash  disbursement  journal 
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E.  Ledger 


Refer  to  the  sample  Ledger  in 
booklet  on  page  30. 


1. 


Use  and  format 


a.  Used  to  summarize 
journal  entries  by 
accounts 

b.  Each  account  is 
recorded  on  an 
account  card.  All 
account  cards  together 
make  up  ledger. 

c.  Account  cards  contain 
information  from  the  T- 
Account  format  -- 
account  title/number, 
debit  and  credit 
information. 

2.       Procedures  for  posting  to  the 
ledger 


21.  Blank  Ledger  Account  Card 


Work  through  example  in 
booklet  on  pages  31  and  32. 
Use  the  blank  form  on  the 
transparency,  chalkboard  or 
flipchart. 


ERIC 
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Refer  to  the  sample  subsidiary 
ledger  in  the  booklet  on  page 
33. 


3 


Subsidiary  ledgers 


a.  Designed  to  provide 
specifics  about  a 
particular  account. 

Example:  Business  owners 
need  to  know  the  amount 
that  each  customer  owes  in 
addition  to  the  total  amount 
due  from  all  customers 
(accounts  receivable). 

b.  Format  left  up  to 
business  --  usually 
includes  particulars 
like  name,  address, 
credit  limits,  amounts, 
etc. 

c.  Number  of  specialized 
ledgers  needed  is  left 
up  to  businesses' 
needs.  Usually  they 
are  designed  for 
Accounts  Receivable, 
Accounts  Payable, 
Loans  Payable  and 
some  Expense 
Accounts. 
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Vil.     SUMMARIZING  FINANCIAL 
TRANSACTIONS  (BUSINESS 
STATEMENTS) 

A.      Trial  Balance 


Refer  to  sample  Trial  Balance: 
Booklet  -  page  36 
Texttiook  -  page  159. 


22.  Trial  Balance 


Use  and  format 

a.  Used  for  the  purpose 
of  seeing  if  all  account 
debits  and  credits 
balance. 

b.  Two  column  format 
with  debit  and  credit 
information  by 
account. 


c.  Usually  done  on 
monthly  basis. 

d.  Used  for  preparation  of 
Balance  Sheet  and 
Income  Statements. 

e.  Adjustments  made  to 
accounts  require  that  a 
new  trial  balance  be 
performed  prior  to 
preparing  financial 
documents. 


Worit  through  the  example  In 
the  booklet  on  pages  35  and  36. 


2.       Preparation  procedures 
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Have  students  work  together  in  D.      Group  Exercise:  Start-up  Business 

teams.  Group  students  so  that 
students  who  have  an 
accounting  background  are 
piaced  in  different  teams. 

Refer  students  to  the  Student 
Workbook,  page  6-2,  for  Start- 
up Business  Exercise.  Explain 
to  the  students  that  this 
exercise  will  help  them  see  the 
relationship  of  the  accounting 
events  and  documentation. 
Have  the  students  read  the 
exercise.  Clarify  any  questions 
before  t>eginning. 

Exercise  may  be  given  as  an 
out-of-class  assignment  which 
students  would  work  through 
individually. 


Upon  completion  of  exercise, 
distribute  exercise  feedliack 
sheets.  See  Appendix,  page 
A6-2.  Discuss  exercise. 
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VIII.    ANALYZING  BUSINESS  BOOKS  AND 
RECORDS 

A.  Auditing  Techniques 

1 .  Analyze 

2.  Scrutinize 

3.  Compare 

B.  Process 


Example:  Informant  says  Joe  Blow 
is  bribing  a  building  inspector.  If 
payments  by  check  to  the  building 
inspector  are  posted  to  the 
purchases  account  or  miscellaneous 
expenses  account,  the  evidence  is 
found. 


29.  Auditing  Process 


Emphasize  that  the  techniques 
presented  here  suggest  a  way 
to  approach  the  Investlgathfe 
process. 


1. 


Identify  unusual  or  suspicious 
item(s) 
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2.  Identify  unusual  or 
sssuspicious  change(s)  or 
patterns 

Example:  Informant  says  Joe  Blow 
is  bribing  a  building  inspector. 
Building  inspector's  name  is  not 
found  but,  upon  review,  indications 
show  that  expense  account  has 
increased  considerably.  Then 
expense  account  is  analyzed  to 
determine  why. 

3.  Analyze  each  account 

Example:  Beginning  with  largest 
and  down  to  smallest,  look  for 
checks  for  "cash"  posted  to 
accounts  not  usually  paid  with  cash. 
Checks  to  building  inspector  may  be 
posted  to  any  account. 


C.      Indicators  of  Fraud 


Refer  to  list  of  Indicators  In  the 
textbook  on  pages  172  and  173. 


Q&A 

OPTIONAL:  Bring  to  cla-ss  any 
newspaper  articles  from  local 
area  which  might  Illustrate  the 
types  of  Items  mentioned.  Have 
students  share  any  Incidence 
that  they  may  know  of  which 
Illustrate  the  fraud  indicators. 
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Three  examples  are  presented  D.      Examples  of  Financial  Investigation 

for  discussion.  Based  upon  of  Business  Records 

class  time  available,  any  one  or 

all  may  be  used  as  a  focal  point 

in  discussing  auditing 

techniques. 


Q&A 

OPTION:  Divide  class  into  three 
groups.  Assign  one  example  to 
each  group.  Allow  students 
time  to  discuss  example.  iHave 
each  group  present  example  to 
class. 


1.      Money  Laundering  example 


Refer  to  pages  161  through  168 
In  the  textbook. 


2.      Political  Corruption  example 


Refer  to  pages  168-172. 


Widget,  Inc.  Fact  Sheet  -  3.      Widget  Business  example 

Student  Workboolt  -  page  6-16. 
(Refer  to  Appendix,  page  A6-13, 
for  Feedbacic  Sheet) 

OPTION:  Widget  Business 
Example  may  be  used  as  an 
out-of-class  assignment  for 
everyone. 


FINANCIAL  INVESTIGATIONS 


^  U  [) 


6-26 


Chapter  6  Tracing  the  Movement  of 
Money  Through  a  Business 


Instructor  Guide 


Instructor  Notes 


Presentation 


Have  students  work  together  in 
teams.  Refer  students  to 
workbook  -  page  6-18  for  Mary 
and  John  Crook  Exercise. 
Explain  to  the  students  that  this 
exercise  is  a  continuation  of  the 
investigation  started  in  Chapter 
4.  Have  the  students  read  the 
exercise.  Clarify  any  questions 
before  beginning. 


Group  Exercise:  Mary  and  John 
Crook  Investigation  -  Part  11 


Exercise  may  be  given  as  an 
out-of-class  assignment  which 
students  would  work  through 
individually. 


Upon  completion  of  exercise, 
distribute  exercise  feedback 
sheets.  See  Appendix,  page 
A6-15.  Discuss  exercise. 


Q&A 


F.      Textbook  Review  Questions  (Pages 
175  through  178) 


Have  students  complete 
questions  individually  or  work 
in  teams. 


O  X 
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IX. 


SUMMARY 


Summarize  the  objectives 
addressed  in  this  chapter. 


A. 


Restate  Objectives 


1 .  Describe  tlie  basic  forms  of 
business  organization. 

2.  Explain  why  a  knowledge  of 
accounting  is  important  to  the 
financial  investigator. 

3.  Define  or  describe  basic 
accounting  terms. 

4.  Journalize  transactions. 

5.  Post  journal  entries  to  a 
general  ledger. 

6.  Prepare  a  balance  sheet  and 
an  income  statement. 

B.      Tie-In  to  Next  Chapter 

Example:  Knowing  how  business 
documents  "tie  together"  and  how  they  are 
used  to  measure  financial  dealings  helps 
the  financial  investigator  in  spotting  items 
that  need  further  investigation.  The  next 
two  chapters,  "Tracing  Funds  Using  the 
Direct  Method  of  Proof"  and  "Tracing 
Funds  Using  Indirect  Methods  of  Proof" 
deal  with  methods  used  to  prove  that  the 
items  discovered  can,  in  fact,  be  used  as 
evidence  of  the  crime. 
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START-UP  BUSINESS 
EXERCISE  FEEDBACK  SHEETS 


PART  I  -  A:  JOURNAL  ENTRIES 


GENERAL  JOURNAL 

Page  1 

DATE 
1992 

DESCRIPTION 

LEDGER 
FOLIO 

DEBIT 

CREDIT 

Mar 

1 

Cash 

11 

2500 

Accounts  RscsivablB 

12 

650 

SuppliQS 

14 

800 

PhotoQraphic  Epuipmont 

18 

9,500 

John  RoQd,  Capital 

31 

13,450 

(To  record  assets  contributed  to  the  business) 

Mar 

1 

Prepaid  Rent 

15 

1,500 

Cash 

11 

1,500 

Mar 

4 

Photographic  Ecjuipmant 

18 

2,500 

Accounts  Payable 

21 

2,500 

Mar 

5 

Cash 

11 

575 

Accounts  Receivable 

12 

575 

Mar 

6 

Miscellaneous  Expense 

59 

80 

Cash 

11 

80 

Mar 

10 

Accounts  Payable 

21 

500 

Cash 

11 

500 

Mar 

13 

Salary  Expense 

52 

275 

Cash 

11 

275 

Mar 

16 

Cash 

11 

1,280 

Sabs 

41 

1.280 

Mar 

20 

Supplies 

14 

650 

Cash 

11 

650 

Mar 

27 

Salary  Expense 

52 

275 

Cash 

11 

275 

Mar 

31 

^Miscellaneous  Expense 

59 

39 

Cash 

11 

39 

(To  record  tebphone  bill  payment) 

o  o  4 
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GENERAL  JOURNAL                                   Page  2 

DATE 
1992 

DESCRIPTION 

LEDGER 
FOLIO 

DEB!T 

CREDIT 

Mar 

31 

Miscellaneous  Expense 

59 

85 

Cash 

11 

85 

(To  record  electric  bill  payment) 

Mar 

31 

Cash 

11 

1.470 

Sales 

41 

1.470 

Mar 

31 

Accounts  Receivable 

12 

975 

Sales 

41 

975 

Mar 

31 

John  Reed,  Drawing 

32 

1,000 

Cash 

11 

1,000 

ANALYSIS  OF  JOURNAL  ENTRIES: 


Mar.  1         John  Reed  operated  a  photographic  business  in  his  home  on  a  part-time 
basis.  He  decided  to  move  to  rented  quarters  as  of  March  1  and  to 
devote  full  time  to  the  business,  which  was  to  be  known  as  Reed 
Photographic  Studio.  The  following  assets  were  invested  in  the 
enterprise:  cash,  $2,500;  accounts  receivable,  $650;  supplies,  $800;  and 
photographic  equipment,  $9,500.  There  were  no  liabilities  transferred  to 
the  business. 

Analysis:  The  four  asset  accounts,  Cash,  Accounts  Receivable,  Supplies 
and  Photographic  Equipment  increase  and  are  debited  for  $2,500,  $650, 
$800  and  $9,500  respectively.  The  owner's  equity  in  these  assets  is 
equal  to  the  sum  of  the  assets  or  $13,450;  hence  John  Reed,  Capital  is 
credited  for  that  amount. 


start  up  Business  Exercise 

FINANCIAL  INVESTIGATIONS  A6-3  Chapter  6:  Tracing  the  Movement  of  Money  Through  a  Business 


Instructor  Guide 


Mar.  1         Paid  $1 ,500  on  a  lease  rental  contract,  the  payment  representing  three 
months'  rent  of  quarters  for  the  studio. 

Analysis:  The  asset  acquired  in  exchange  for  the  cash  payment  is  the 
use  of  the  property  for  three  months.  The  asset  Prepaid  Rent  increases 
and  is  debited  for  $1,500;  the  asset  Cash  decreases  and  is  credited  for 
$1,500.  (When  rent  for  a  single  month  is  prepaid  at  the  beginning  of  a 
month,  it  is  customarily  debited  to  the  rent  expense  account  at  the  time 
of  payment,  thus  avoiding  the  necessity  of  transferring  the  amount  from 
Prepaid  Rent  to  Rent  Expense  at  the  close  of  the  fiscal  period.) 

Mar.  4         Purchased  additional  photographic  equipment  on  account  from  Carson 
Equipment  Co.  for  $2,500  debt  owed  them. 

Analysis:  The  asset  Photographic  Equipment  increases  and  is  therefore 
debited  for  $2,500.  The  liability  Accounts  Payable  increases  and  is 
credited  for  $2,500. 

Mar.  5         Received  $575  from  customers  in  payment  of  their  accounts. 

Analysis:  The  asset  Cash  increases  and.  is  debited  for  $575;  the  asset 
Accounts  Receivable  decreases  and  is  credited  for  $575. 

Mar.  6         Paid  $80  for  a  newspaper  advertisement. 

Analysis:  Expense  accounts  are  subdivisions  of  capital.  Increases  in 
expenses  are  decreases  in  capital;  hence  an  expense  account  is 
.  debited  for  $80.  The  asset  Cash  was  decreased  by  the  transaction; 
therefore,  that  account  is  credited  for  $80.  (Miscellaneous  Expense  is 
debited  because  total  expenditures  for  advertising  during  a  fiscal  period 
are  expected  to  be  relatively  minor) 

Mar.  10       Paid  $500  to  Carson  Equipment  Co.  to  apply  on  the  $2,500  debt  owed 
them. 

Analysis;  This  payment  decreases  the  liability  Accounts  Payable,  so  that 
account  is  debited  for  $500.  It  also  decreases  the  asset  Cash,  which  is 
credited  for  $500. 

Mar.13        Paid  receptionist  $275  for  two  weeks'  salary. 

Analysis:  Similar  to  transaction  of  March  6. 


1^  DO 
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Mar.  16       Received  $1 ,280  from  sales  for  the  first  ha\i  of  Marcli. 

Analysis:  Cash  increases  and  is  debited  for  $1,280.  Tiie  revenue 
account  Sales,  which  is  a  subdivision  of  capital,  increases  and  is  credited 
for  $1,280. 

Mar.  20       Paid  $650  for  supplies. 

Analysis:  The  asset  Supplies  increases  and  is  debited  for  $650:  the 
asset  Cash  decreases  and  is  credited  for  $650. 

Mar.  27       Paid  receptionist  $275  for  two  weeks'  salary. 

Analysis:  Similar  to  transaction  of  March  6. 
Mar.  31        Paid  $39  for  telephone  bill  for  the  month. 

Analysis:  Similar  to  transaction  of  March  6. 
Mar.  31        Paid  $85  for  electric  bill  for  the  month. 

Analysis:  Similar  to  transaction  of  March  6. 
Mar.  31        Received  $1 ,470  from  sales  for  the  second  half  of  March. 


Analysis:  Similar  to  transaction  of  March  16. 
Mar.  31        Sales  on  account  totaled  $975  for  the  month. 


Analysis:  The  asset  Accounts  Receivable  increases  and  is  debited  for 
$975.  The  revenue  account  Sales  increases  and  is  credited  for  $975. 
(Note  that  the  revenue  is  earned  even  though  no  cash  is  received:  the 
claim  against  the  customers  is  as  much  an  asset  as  cash.  As  customers 
pay  their  accounts  later,  Cash  will  be  debited  and  Accounts  Receivable 
will  be  credited.) 


Mar.  31        Reed  withdrew  $1 ,000  for  his  personal  use. 


Analysis:  The  transaction  resulted  in  a  decrease  in  the  amount  of  capital 
invested  in  the  business  and  is  recorded  by  a  $1,000  debit  to  John 
Reed,  Drawing:  the  decrease  in  business  cash  is  recorded  by  $1,000 
credit  to  Cash. 
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PART  I  -  B:  LEDGER  ENTRIES: 


After  all  of  the  entries  for  the  month  have  been  posted,  the  ledger  will  appear  as 
shown  here.  Each  account  should  be  numbered  in  accordance  with  Chart  of 
Accounts. 

In  practice,  each  account  would  appear  on  a  separate  page  in  the  lodger. 
Entries  must  be  traced  from  the  journal  to  the  ledgers. 


ACCOUNT   Cash  ACCOUNT  NO. // 


DATE 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

BALANCE 

DEBIT 

CREDIT 

Mar 

I 

/ 

2  J  00 

00 

2300 

00 

I 

/ 

1300 

00 

1.000 

00 

5 

/ 

575 

00 

1575 

00 

6 

80 

00 

1 .495 

00 

10 

500 

00 

995 

00 

IJ 

275 

00 

720 

00 

If) 

1280 

00 

2.000 

00 

20 

650 

00 

1.^50 

00 

27 

275 

00 

1.075 

00 

.?/ 

/ 

.^y 

00 

1 .0^6 

00 

2 

85 

00 

951 

00 

.?/ 

2 

1.470 

00 

2.421 

00 

2 

1 .000 

00 

1.421 

00 
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ACCOUNT  NO.  12 


DATE 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

BALANCE 

DEBIT 

CREDIT 

Mar 

I 

/ 

650 

00 

650 

00 

5 

/ 

575 

00 

75 

00 

.?/ 

2 

975 

00 

1.050 

00 

ACCOUNT  Supplies  ACCOUNT  NO.  14 


DATE 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

BALANCE 

DEBIT 

CREDIT 

Mar 

I 

/ 

800 

00 

800 

00 

20 

/ 

650 

00 

1.450 

00 

ACCOUNT  Prepaid  Rent  ACCOUNT  NO.  15 


DATE 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

BALANCE 

DEBIT 

CREDIT 

Mar 

I 

/ 

1500 

00 

1500 

00 

ACCOUNT  Photographic  Equipment  ACCOUNT  NO.  IS 


DATE 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

BALANCE  1 

DEBIT 

CRE 

DIT  1 

Mar 

I 

/ 

9500 

00 

9500 

00 

4 

/ 

2500 

00 

12.000 

00 

1 
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ACCOUNT       Accounts  Payable  ACCOUNT  NO.  2/ 


DATE 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

BALANCE 

DEBIT 

CREDIT 

Mar 

4 

/ 

2  MX) 

00 

2M)0 

00 

10 

/ 

500 

00 

2.000 

00 

ACCOUNT     John  Reed,  Capital  ACCOUNT  NO.  J  J 


DATE 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

BALANCE 

DEBIT 

CREDIT 

Mar 

1 

/ 

1.1450 

00 

l<.450 

(K) 

ACCOUNT     John  Reed.  Drawuif;  ACCOUNT  NO.  J 2 


DATE 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

BALANCE 

DEBIT 

CREDIT 

Mar 

2 

1.000 

00 

1.000 

00 

ACCOUNT     Sales  ACCOUNT  NO.  4/ 


DATE 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

BALANCE 

DEBIT 

CREDIT 

Mar 

It) 

/ 

1.280 

00 

1.280 

00 

2 

1.470 

00 

2.750 

00 

2 

975 

00 

.<.725 

00 
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ACCOUNT  Salaiy  Expense 


ACCOUNT  NO.  52 


DATb 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

BALANCE 

DEBIT 

CREDIT 

Mar 

1 

275 

00 

275 

00 

27 

1 

275 

00 

550 

00 

ACCOUNT  Miscellaneous  Expense 


ACCOUNT  NO.  59 


DATE 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

BALANCE 

DEBIT 

CREDIT 

Mar 

6 

1 

80 

00 

SO 

00 

1 

39 

00 

119 

00 

.?/ 

2 

S5 

00 

204 

00 

ERIC 
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PART  It  -  A:  TRIAL  BALANCE: 

Each  account  card  in  ledger  is  balanced  The  totals  from  all  accounts  are  recorded  to 
see  if  balance  results. 

Errors  usually  due  to  one  of  the  following. 

•  One  of  the  columns  of  the  trial  balance  incorrectly  added. 

•  The  amount  of  an  account  balance  was  incorrectly  recorded  on  the  trial 
balance. 


REED  PHOTOGRAPHIC  STUDIO 
TRIAL  BALANCE  WORKSHEET 
March  31,  1993 


ACCOUNT  TITLE  | 

DEBIT 

CREDIT 

Cash 

1.421 

00 

Accounts  Receivable 

1.050 

00 

Supplies 

1.450 

00 

Prepaid  Rent 

1500 

00 

Photographic  Equipment 

12.000 

00 

Accounts  Payable 

2.000 

00 

John  Reed.  Capital 

1.^.450 

00 

John  Reed.  Drawing 

1. 000 

00 

Sales 

J. 725 

00 

Salary  Expense 

550 

00 

Miscellaneous  Expense 

204 

00 

TOTALS 

19.175 

00 

19.175 

00 

t: 
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PART  II  -  B:  INCOME  STATEMENT 


REED  PHOTOGRAPHIC  STUDIO 
INCOME  STATEMENT 
For  the  Month  Ended  March  31,  1993 


Revenue: 
Sales 

Expenses: 


$3,725.00 


Salary  Expense 
Miscellaneous  Expenses 
Total  Expenses 


$550.00 
204.00 


754.00 


Net  Income 
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PART  II  -  C:  BALANCE  SHEET 


REED  PHOTOGRAPHIC  STUDIO 
BALANCE  SHEET 
MARCH  31,  1993 

Assets 

Current  Assets 

Cash 

$1,421.00 

Appni  intQ  Rpppivf^hlp 

1  050  00 

Supplies 

1,450.00 

Preoaid  Rent 

1,500.00 

Total  Current  Assets 

$  5,421.00 

Fixed  Assets 

Photographic  Equipment 

Total  Fixed  Assets 

$12,000.00 

Total  Assets 

$17,421.00 

Liabilities 

Current  Liabilities 

Accounts  Payable 

$2,000.00 

Total  Liabilities 

$  2,000.00 

Owner's  Equity 

Owner's  Eauitv 

John  Reed,  Capital 

Beginning  Balance 

$13,450.00 

Net  Income  for  the  period 

$2,971.00 

Less:  Draws 

1 ,000.00 

Net  Increase  to  Capital 

1.971.00 

John  Reed,  Capital, 

Ending  Balance 

$15,421.00 

Total  Equity 

Total  Liabilities  and  Equity 

$17,421.00 

^  '  ^  Stan  Up  Business  Exercise 
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FEEDBACK  SHEET 
WIDGET,  INC 


ITEM  A:  INCOME  STATEMENT 


GEORGE'S  WIDGETS,  INC. 
Income  Statement  -  199X 


Revenue: 


1. 

2. 
3. 


Widget  Sales  Receipts 

Less:  Defective  Widgets  Returned 

Rebates  from  Widget  Purchases 

Interest  Received 

Gross  Receipts 


$2,000,000.00 
-  100,000.00 


$1 ,900,000.00 
50,000.00 
50.000.00 

$2,000,000.00 


Cost  of  Goods  Sold: 

Widget  Inventory  @  01/01/9X 
Plus:  Widget  Purchases 
Shipping,  storage,  etc. 
Sub-total:  Goods  Available  for  sale 
Less:  Widget  Inventory  @  12/31/9X 
Less:  Cost  of  Goods  Sold 
Equals:  Gross  Profit 

Operating  Expenses: 

Sales  salaries/commissions 
Travel  expenses 
Rent  expense 
Administrative  salaries 
Office  expenses 
Telephone  &  postage  expenses 
Insurance  expense 
Income  tax  expense 
Less:  Total  Operating  Expenses 


$  100,000.00 
900,000.00 
100.000.00 
1,100,000.00 
-  100.000.00 


$ 


300,000.00 
240,000.00 
180,000.00 
100,000.00 
60,000.00 
20,000.00 
10,000.00 
36.000.00 


-  1,000.000.00 
$1,000,000.00 


-946.000.00 


Net  Profit  from  Operation 


54,000.00 


ERIC 
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ITEM  B:  NET  INCOME  -  $54,000.00  (Profit) 


ITEM  C:  ITEMS  FOR  FURTHER  INVESTIGATION 


ITEM 

REASON 

Defective  Widgets  Returned  are  5%  of  Sales 
and  $1  of  each  $9  for  Widget  purchases 

Appears  much  too  high. 

Rebates  - 11%  are  returned  by  purchasers  as 
defective.  Why  is  company  still  purchasing? 

Is  someone  receiving  bigger  rebate  or 
kickback? 

Interest  Income  -  From  what? 

Why  would  a  wholesale  operation  have 
interest  income  equal  to  2.5%  of  Gross 
Receipts? 

Note  -  Possible  legitimate  reasons. 

Company  finances  customers  big 

purchase  of  widgets 

Could  be  the  business  sold  its  real 

pct^tp  tn  inHi\/iHit^l  ^nH  hp  rpntc 

IV^   IIIUIVIUUCll  Cll  lU  lie  1  d  Ho 

back  the  real  estate  for  3  1/2 
times  the  interest-only  payments 
that  is  being  made  on  purchase 
price  (see  Rent  Expenses  = 
$180,000). 

Beginning  and  Ending  Inventory 

Appears  to  be  "plugged"  (Same  figures 
both  times) 

Shipping,  Storage,  etc. 

Should  be  for  "freight  in,"  not  on  items 
sold.  Items  sold  should  be  either  billed  to 
purchasers,  or  used  to  "net"  gross  receipts 
(as  are  defects),  or  be  a  separate 
shipping  expense  in  operating  expenses. 

Expenses 

The  first  five  listed  amount  to  $880,000  or 
88%  of  the  $1  mill  gross  profit.  Each 
should  be  examined  to  determine  the 
following: 

•  Paid  to  whom 

•  Paid  for  what 

•  Contracts 

•  Proof  of  payment 

•  Proof  of  vendor's  receipt  of  payment 

•  Proof  of  services  received 

^  f  Widget  Inc  ExfrciS" 
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MARY  AND  JOHN  CROOK  -  PART  II 
EXERCISE  FEEDBACK  SHEET 


What  items  on  income  statement  would  lead  the  financial  investigator  to  believe 
the  Crooks  are  laundering  money  through  their  business? 


•  Sales  Revenue  and  Net  Income  over  the  three  years  show  a 
constant  increase. 

•  Expenses  appear  somewhat  constant  and  are  not  increasing  in 
corresponding  ratios. 

(Pattern  should  alert  the  investigator  to  further  investigate  the  situation.) 


What  steps  might  the  investigator  take  to  analyze  the  available  information? 

Expense  accounts  should  be  scrutinized,  as  well  as  sales  revenue  accounts 
for  erroneous  entries. 
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CHAPTER  7: 


TRACING  FUNDS  USING  THE  DIRECT  METHOD  OF 
PROOF 


LENGTH: 
OBJECTIVES: 


2-3  Hours 


Explain  the  concept  of  "direct  proof." 

Describe  various  point-of-payment  schemes. 

Describe  information  surrounding  "suspect 
payments"  that  cause  an  investigator  to  become 
suspicious. 


INSTRUCTIONAL 
METHODS/AIDS: 


ICON  LEGEND 
(Those  used  in  this  lesson  are  highlighted) 


Q&A 


Role  Play 


Distribute  Document 


Show  Transparency 


Discussion  Period  Use  Rip  Chart 


Do  Group  Exercise 


Refer  to  Textbook 


Use  Chalkboard 


Do  Individual  Exercise 
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Chapter  7  -  List  of  Transparencies 

1.  Proof 

2.  Methods  of  Proof 

3.  Specific  Item  Method 

4.  Specific  Item  Analysis 

5.  Point-of-Payment  Analysis  Example 

6.  Point-of- Receipt  Analysis  Example 

7.  Point-of-Payment  Schemes 

8.  Check  Endorsement(s)/Routing 

9.  Check  -  2nd  Endorsement 
10.  Third  Party  Check 


National  Insurance  Case  Study 
Payment  Schemes 

Mary  and  John  Crook  Investigation  Exercise  -  Part  III 


STUDENT 
WORKBOOK: 


Chapter  7  -  Workbook  Contents 
Double  Trouble  Case  Study 


INSTRUCTIONAL 
EQUIPMENT: 


Overhead  projector 


INSTRUCTOR 
REFERENCES: 


Financial  Investigations... A  Financial  Approach  to 
Detecting  and  Resolving  Crimes 


c-  ■  ■ . 
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Instructor  Notes 


Presentation 


I. 


INTRODUCTION 


Use  transition  statement  from 
previous  iesson. 


A. 


Attention  Getter/Motivator 


Example:  When  an  individual  is  suspected 
of  committing  a  crime,  it  is  the  job  of  the 
financial  investigator  to  find  proof  to  back 
up  the  allegation.  From  previous  chapters, 
we  know  that  a  variety  of  sources  of 
information  are  available  to  help  the 
investigator.  This  chapter  and  the  next 
focus  on  how  to  use  the  sources  of 
information  to  find  the  proof  needed. 


1.  Explain  the  concept  of  "direct 
proof." 

2.  Describe  various  point-of- 
payment  schemes. 

3.  Describe  information 
surrounding  "suspect 
payments"  that  cause  an 
investigator  to  become 
suspicious. 


Refer  to  objectives  on  pages 
179  and  180  in  tlie  textboolc. 


B. 


Objectives 


r: ' 
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Presentation 


Refer  to  page  179  of  ttie 
textbook  wtille  Introducing  the 
concept  of  proof  and  tlie 
metttods  Involved. 


II.       OVERVIEW  OF  THE  METHODS  OF 
PROOF 


1.  Proof 


2.  Methods  of  Proof 


A.      Definition  of  Proof 


B.      Methods  of  Proof 


1 .  Categories 
a.  Direct 


b. 


Indirect 


Explain  to  the  students  that  this 
chapter  will  address  only  the 
direct  method-specific  Item. 
Chapter  8  will  cover  the  three 
Indirect  methods. 


Types 

a.  Specific  item 

b.  Net  worth 

c.  Expenditure 

d.  Banl<  deposit 


tj  >j  i. 


FINANCIAL  INVESTIGATIONS 


7-4     Chapter  7:  tracing  Funds  Using  the  Direct  Method  of  Proof 


Instructor  Guide 


instructor  Notes 


Presentation 


3.  Specific  Item  Method 

Use  terminology  in  textbook  on 

page  180. 


4.  Specific  Item  Analysis 


III.      DESCRIPTION  OF  SPECIFIC  ITEM 
METHOD 

A.      Definition  and  Use 

1 .  To  prove  suspect's  receipt 
and/or  disposition  of  funds 

2.  Look  for  a  specific  illegal 
transaction  to  show  suspect 
paid  for  something  using  illicit 
funds  or  received  funds 
through  illegal  means 

3.  Nothing  implied  or  inferred 

4.  Ways  of  analyzing  cases 
using  the  Specific  Item 
Method 

a.  Point-of-payment 
analysis  -  Begins  at 
transaction's  origin  - 
payor  of  funds 

b.  Point  of  receipt 
analysis  -  Begins  with 
receiver  of  funds  - 
recipient  of  funds 


«j  .tw 
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Point-of-Payment  Analysis  example 


Refer  students  to  the  example 
in  the  textbook  on  page  181. 


5.  Point-of-Payment  Analysis 
Example 

Walk  through  the  process  used 
by  the  investigator  In  the  case 
example.  Each  step  In  the 
process  Is  outlined  on  the 
transparency.  Emphasize 
process. 


3.      Point-of-Receipt  Analysis  example 


Refer  students  to  the  example 
in  the  textbook  on  page  182. 


6.  Analysis  of  Point-of-Receipt 
Example 


Example:  Indirect  methods  are 
often  used  with  cases  involving 
cash  transactions  or  money  not 
reflected  in  business  books. 


Walk  through  the  process  used 
by  the  investigator  in  the  case 
example.  Each  step  in  the 
process  is  outlined  on  the 
transparency.  Emphasize 
process. 


*j  -J  ij 
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IV.      POINT-OF-PAYMENT  SCHEMES 


7.  Point-of-Payment  Schemes 

Introduce  ttems  on 
transparency.  Each  scheme  is 
discussed  separately. 


Fictitious  Payable  Schemes 


Discuss  Items  as  described  In 
textbook  on  page  184.  A 
summary  of  these  suspicious 
Items  are  listed  In  the  Studem 
Workbook  on  pages  7-11  and 
7-12. 


1 .      Suspicious  itenns 


Fictitious  vendors  and 
false  billings  in 
Accounts  Payable 
Ledger 


Payment  by 
check/other 
withdrawals  made 
payable  to  account  on 
which  illicit  payments 
are  suspected 

Payments  by  check  for 
services  rendered 

Atypical  charges  for 
the  business. 
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Q&A 


Refer  to  the  Double  Trouble 
Case  Study  materials  located  In 
trie  Appendix,  page  A7-2. 
Follow  the  Instructions  provided 
in  the  appendix.  If  desired, 
have  students  read  ttie  case 
study  prior  to  the  class  session 
so  students  will  be  prepared  to 
discuss  example. 


Examples: 


Double  Trouble  case 
study 


Refer  to  the  National  Insurance 
Case  Study  In  the  Appendix, 
page  A7-10,  and  In  the  Student 
Workbook  on  page  7-10. 
Explain  how  this  case  study  is 
another  example  of  a  "fk:tith)us 
payable"  scheme. 


National  insurance 
case  study 


B.      Gliost  Employee  and  Payroll 
Kickbacl^  Scliemes 


Discuss  items  as  described  In 
the  textbook  on  page  185.  A 
summary  of  these  suspicious 
items  are  listed  In  the  Student 
Workbook  on  pages  7-11  and 
7-12. 


1 .      Suspicious  items 
a. 


Employees  wlio  do  not 
liave  taxes  witlilield 

Employees  wlio  do  not 
enroll  in  liealtli 
insurance  programs 

Unusual 

reimbursements  to 
employees 
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2.      Example:  (Typical  Scenario 
for  this  type  scheme) 

Scenario:  Informant  provides  a  "tip" 
that  ABC  Construction  Company 
has  been  paying  kickbacks  to 
someone  at  XYZ  Corporation,  who 
has  a  contract  with  ABC 
Construction  Company. 

A  review  of  ABC  Construction 
Company  personnel  records 
indicate  that  there  are  bi-weekly 
paychecks  being  paid  for  two 
employees  who  have  no  taxes 
withheld,  no  medical  or  life 
insurance  fees  deducted,  and  no 
pension  plan  fees  withheld. 

Further  investigation  provides  no 
formal  job  applications  on  file  for 
individuals. 

Investigation  results  indicate  that 
XYZ  Corporation's  Union  business 
manager  was  cashing  the  payroll 
checks.  The  ghost  employees  were 
created  to  provide  a  kickback  of 
funds  from  the  contractor  so  that 
the  contractor  was  ensured  the  right 
number  of  workers  available  to  do 
the  job. 
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Overbilling  Schemes 


Discuss  items  as  described  in 
texttxmic  on  pages  185  and  186. 
A  summary  of  these  suspicious 
items  are  iisted  in  the  Studem 
WorMxMlc  on  pages  7-11  and 
7-12. 


Suspicious  items 

a.  Invoice  notation  of 
"extra  or  special' 
charges 

b.  Discrepancies  between 
the  purchase 
order/invoice  amount 
and  the  amount  of 
payment 

c.  Unusually  large 
amounts  on  bill  or  bills 
which  break  pattern 

Example:  Scheme  often 
occurs  due  to  weaknesses  in 
the  payor's  accounting 
system.  Often  this  occurs  as 
a  result  of  such  practices  as 
"batch  billing"  --sending  out 
payment  requests  monthly  in 
groups  rather  than  by 
individual  invoices  for  items. 
There  is  less  of  a  chance  of 
each  item  being  validated  by 
the  receiver. 


t:  :.  ■  ■ 
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D.      Offbook  and  Currency  Schemes 


a.  Compare  business 
expenses  with  others 
in  same  type  of 
business 

b.  Analyze  unusual  costs 
and  expenses 

c.  Perform  financial 
analysis- 
inconsistencies  in 
amount  of  raw 
materials  needed  to 
produce  goods  and  the 
amount  of  actual 
goods  produced 


2.      Uncovering  currency 
schemes 

a.  Match  currency 
withdrawals  from 
Business  A  to  currency 
receipts/deposits  of 
Business  B. 

b.  Compare  expenditures 
in  cash  to  safe  deposit 
box  entries. 

c.  Check  for  cash  draws, 
wire  transfers,  or 
cashier's  checks. 


Refer  to  ttems  as  discussed  in 
textboolc  on  page  186. 


1. 


Uncovering  offbook  schemes 


FINANCIAL  INVESTIGATIONS 


7-11    Chapter  7  Tracing  Funds  Using  the  Direct  Method  of  Proof 


Instructor  Guide 


Instructor  Notes 


Presentation 


d.      Watch  for  currency 
transactions  in 
businesses  that  do  not 
have  internal  controls 
or  in  businesses  that 
don't  normally  deal  in 
cash. 

REVIEWING  SUSPECT  PAYMENTS 


ttems  are  described  In  textbook 
on  pages  187  and  188.  A 
summary  of  these  Items  is 
Included  In  the  Student 
Workbook  on  pages  7-11  and 

7-12. 


A.      Reviewing  Canceled  Cnecks 


8.  Check  Endorsement/Routing 


Point  out  that  example  l  on  the 
transparency  shows  a  business 
endorsement  using  a  stamp. 
Emphasize  that  the  check  whk:h 
is  endorsed  FOR  DEPOSIT 
ONLY  shouM  be  credited  to  that 
accoum.  Example  2  Is  a 
handwritten  endorsement  by  an 
individual  for  deposit  Into  the 
business  account.  Note  that  a 
machine  endorsement  usually 
refers  to  cash  register  type 
imprinting  that  looks  similar  to 
the  stamped  endorsement. 


Endorsement 

a.  Business  or  personal 

b.  Stamp,  machine  or 
third  party 
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Point  out  bank  stamp 
infonnation  on  the  t)ack  of  the 
canceled  checks  shown  on 
transparency  #8. 


9.  Check  -  2nd  Endorsement 


10.  Third  Party  Check 


Presentation 


2.  Location  of  bank  wiiere 
clieck  negotiated 

a.  Depository  Bank's 
Stamp 

b.  Routing  Symbol 

3.  Second  Endorsements 

a.  Name  of  individual 
who  made 
endorsement 

Example:  On  the  sample 
canceled  check  (transparency 
#9),  John  Doe  signed  over 
the  funds  to  Rich's  Camera 
Shop.  The  words  "pay  to  the 
order  of"  indicated 
assignment. 

b.  Third  party 
endorsement 

Example:  On  the  sample 
canceled  check  (transparency 
#10),  John  Doe  is  the  1st 
party,  Harry  Jones  is  the  2nd 
party,  and  Rich's  Camera 
Shop  is  the  3rd  party. 
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4.  Payable  to  a  business  but 
"cashed  out" 

a.  Name  of  individual 
who  cashed  check 

b.  Split  deposits 

Refer  to  Transparency  #8  - 
Example  2.  Explain  that  this 
chedt  could  possibly  be  cashed 
because  the  endorsement  did 
not  indicate  for  deposit  only. 

5.  Unexplained  patterns 

a.  Time  interval 

Example:  Check  written  the 
same  time  every  month  to 
same  customer  may  suggest 
some  form  of  kickback 

b.  Dependent  on  other 
activity  interval 

Example:  Checks  written  to 
company  if  trucks  are  on  time 

items  are  described  in  the  B.      Business  "Back-up"  Documentation 

textboolt  on  page  188.  Use 
examples  from  the  textboolt. 

Absence  of  support 
documentation 

Discrepancies  between 
payment  and  backup 
documentation 

Coincidences  in  backup 
documentation 


8.  Check  Endorsement/Routing 

This  transparency  was 
previously  used  in  Section  V-A 
at>ove. 


r.  -.  ,  3. 

O  i. 
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Presentation 


4.      Unnumbered  or  sequentially 
unusual  Invoices 


5.      Alterations  or  photocopies  of 
backup  documentation 


C.      Advice  for  Investigator 


1 .      Be  inquisitive 


Refer  students  to  the  Student 
Workbook,  pages  7-11  and  7-12, 
for  a  summary  of  suspicious 
items  to  be  aware  of  In  dealing 
with  each  type  of  poirtt-of- 
payment  schemes  and  suspect 
payments. 


2.      Challenge  unusual  or  out-of- 
the  ordinary  items 


liave  students  work  together  in 
teams.  Refer  students  to  the 
Student  Workbook,  page  7-13, 
for  Maiy  and  John  Crook 
Investigatton  Exercise.  Explain 
to  the  students  that  this 
exercise  Is  a  continuation  of  the 
investigation  started  in 
Chapters  4  and  6.  Have  the 
students  read  the  exercise. 
Clarify  any  questions  before 
beginning. 

Exercise  may  be  given  as  an 
out-of-ciass  assignment  which 
students  would  work  through 
individualiy. 


D.      Group  Exercise:  Mary  and  John 
Crook  Investigation  -  Part  III 


Upon  completion  of  exercise, 
distribute  exercise  feedback 
sheets.  See  Appendix,  page 
A7-11.  Discuss  exercise. 
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Presentation 


Q&A 


Textbook  Review  Questions  (pages 
191  and  192) 


Have  students  complete 
questions  individuaily  or  work 
in  teams. 
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Instructor  Notes 


Presentation 


VI. 


SUMMARY 


Summarize  objectives 
addressed  in  this  cliapter. 


A. 


Restate  objectives 


1 .  Explain  the  concept  of  direct 
proof. 

2.  Describe  various  point-of- 
payment  schemes. 

3.  Describe  information 
surrounding  "suspect 
payments"  that  cause  an 
investigator  to  become 
suspicious. 

B.      Tie-In  to  Next  Chapter 

Example:  In  this  chapter,  we  discussed 
how  an  investigator  can  use  a  direct 
method  of  proof,  the  specific  item  method, 
to  prove  a  suspect's  receipt  and/or 
disposition  of  funds  from  an  illegal  activity. 
In  the  next  chapter,  "Tracing  Funds  Using 
Indirect  Methods  of  Proof,"  additional 
methods  of  proof  are  discussed.  These 
methods  have  to  do  with  an  investigator's 
use  of  indirect  means  of  proving  the 
suspect's  financial  wrongdoing. 
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APPENDIX 


Chapter  7:  Tracing  Funds  Using  the  Direct 

l\/lethod  of  Proof 
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DOUBLE  TROUBLE  CASE  STUDY 


Directions  to  Instructor: 

1 .  Refer  to  the  newspaper  article  in  the  Student  Workbook  on  page  7-3  and  ask 
for  ideas  about  how  the  fraud  may  have  been  discovered.  Remember,  there 
are  no  wrong  answers. 

2.  Refer  to  the  bank  money  order,  the  post  office  box  rental  receipt  and  the  postal 
money  order  receipt  in  the  Student  Workbook  on  pages  7-4,  7-5,  and  7-6.  Ask 
for  ideas  from  students  as  to  unusual  or  suspicious  items.  Tell  the  class  the 
case  began  with  the  bank  money  order.  The  post  office  box  rent  receipt  and 
postal  money  order  receipt  were  among  hundreds  of  items  of  evidence  that 
were  seized  at  the  perpetrators'  residence  pursuant  to  a  search  warrant. 

3.  Discuss  what  broke  the  case  and  give  a  synopsis  of  the  investigative  procedure 
followed  and  case  conclusion.  A  synopsis  of  the  case  is  written  down  for  the 
students  on  pages  7-7  through  7-9. 
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DOUBLE  TROUBLE 
Newspaper  Article 


Thursday 

BRIEFING 


Pair  charged  with 
fraud 

state  Journal  staff 

A  husband  and  wife  were  charged  in  Dane 
County  Circuit  Court  on  Wedn^day  with 
defrauding  their  employers  —  Cisco  Union  and 
Clark  Technical  College  —  of  more  than  $22,000 
over  three  years. 

CATC  physical  plan  director  Will  Chaffey, 
39.  and  Lisa  Chaffey.  35.  both  of  123  Berry  Ave., 
were  each  charged  with  two  counts  of  parties  to 
the  crime  of  theft  by  fraud  stemming  from  thefts 
that  occurred  between  1989  and  1992. 

According  to  a  criminal  complaint,  the  two 
were  in  positions  at  each  school  to  approve 
bogus  invoices  for  equipment  or  services  and 
have  the  schools  pay  the  money  to  five  personal 
bank  accounts  under  various  aliases  and 
companies. 

Usa  Chaffey  issued  about  $14,239  in 
fraudulent  invoices  while  she  worked  for  Cisco 
Union  between  January  1989  and  January  1992. 
according  to  the  complaint.  A  maintenance 
supervisor  said  the  university  did  not  receive 
any  of  the  items  charged  on  numerous  invoices 
issued  by  her. 

Police  said  Will  Chaffey  authorized  about 
$7,795  in  false  billings  while  at  CATC  in  the 
summer  of  1991.  An  accounting  supervisor  witii 
CATC  said  the  school  did  not  receive  any  of  the 
items  ordered  by  him. 

Each  faces  a  mawmum  of  20  years  in  prison 
and  $20,000  in  fines  if  convicted  of  the  crimes. 
A  preliminary  hearing  is  set  for  Aug.  5. 
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DOUBLE  TROUBLE 
EVIDENCE 


70-113 

NBD  Bank  Evanston,  N.A.  525822 
Evanston,  Illinois  60204  MATCH  THE  AMOUNT  IN  WORDS  WITH  THE  AMOUNT  IN  NUMBERS 


o  o  o  o  SNii543°° 


SN  -  525822  B-NBV  EVAN  858  4  T-85 

 "  APR  11  1992  ■  FIVE  HUNDRED  FORTY  THREE  DOLLARS  AND  00  CENTS 

PAYTOTHE  $543.00 

ORDER  OF  CISCO  MEMORIAL  UNION 

PURCHASER:  Fairmont  Co. 

MONEY    ORDER        void  over  $543,00  address: 

Notice  To  Customers:  Purchase  of  an  Ideminity  Bond  lor 

twice  the  amount  of  this  checl<  will  be  required  before  this  memq  

check  can  be  replaced  in  the  event  it  is  lost  or  stolen. 


BANK  MONEY  ORDER 


o  JO 


O    financial  INVESTIGATIONS 


A7-4 


ERIC 


Double  Trouble  Case  Study 
Chapter  7;  Tracing  Funds  Using  the  Direct  Method  of  Proof 


Instructor  Guide 


Always  •how  your  P.O.  Box  No.  and  ZIP  Code  in  your  return  address 


Received  Post  Office  Box/Caller  Service  Fees 
From:  (Name  of  Customer) 

Amount 

Jayne  !faimwnt 

,  17.00 

See  Rules  for  use  of  Post  Office  Box  and  Caller  Service  op  Form  1093.  Application  for  Post  Office 
Box  or  Caller  Service  (May  1976  or  later  editions 

(Dating  Stamp) 

4/  ™  % 

m[        15  ]ta\ 

Box  Number 

331 

flpor  one  semiannual  payment  period 
CUFor  Annual  payment  period 

(ZlReserved  Number  Fee 

Ending  (Date)  7/31/91 

Postmaster  By 

CD.'BtozOti 

PS  Form  RECEIPT  FOR  POST  OFFICE  BOX/CALLER  SERVICE  FEES 

F»b.  I«M        1538  -tu  S  GovMnmmlPnntmg  OlIiM  1«7  l»«7  —  1«M»5 


POST  OFFICE  BOX  RENTAL  RECEIPT 
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n  ICTAIICDC'C  DCPCIDT  do  not  send  this  receipt  for  payment 
vUo  I  UmCnd  o  nllvClr  I         keep  it  for  your  records 


537001 


"I,  2*00 


SERIAL  NUMBER 


YEAR.  MOMTH.  DAY 


POST  OFFICE 


U.S.  DOLLARS  AND  CEHTS 


111  a4>AjMJU  D/i .  -^'^ 


CHECK  WRrrER 
IMPRIMT  AREA 


llliiallMi 


FROM 


ADDRESS 


COD  NO.  OR 
USED  FOR 


TKxneelpiiiyourgutraniealiiraralundolyournMnayoidarHltK  tattot 
stolen,  pravldM  yoi  ■  In  Ihe  Piy  roand  Asm  Moimata  cn  tM  nnray  onto 
InttiBtpacMinwUad.  fk>clalinforlnvia|>*rp«yniMpafmn)*(l2yMreator 
piynunl.  It  yo*  nion^  oRkr  Is  lost  w  itiilan,  pruM  tite  mcaipl  ind  lis  a  claim 
for  a  refund  at  youf  Post  Office. 


Arinquiiy  FofmG401  maylMfilodatanytimetorafae.  A 
raftewunt  w*l  not  b«  Issued  una  60  days  after  iDe  money  order 
puniuaa  data,  pfovldsd  ttw  monay  order  has  not  been  paid. 


POSTAL  MONEY  ORDER  RECEIPT 
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DOUBLE  TROUBLE 
CASE  SYNOPSIS 


CASE  INITIATION: 

On  April  2,  1992,  the  Internal  Audit  staff  at  the  University  of  Wisconsin  was  provided 
a  $543  invoice  from  "Fairmont  Company"  for  cleaning  supplies.  The  invoice  had 
been  paid.  The  referral  to  Internal  Audit  resulted  from  a  spot-check  by  an  "Accounts 
Payable"  supervisor  who  discovered  that  the  merchandise  had  not  been  received  by 
the  University. 

An  auditor  attempted  to  contact  the  "Fairmont  Company"  at  the  telephone  number 
on  the  invoice.  After  several  contacts  during  which  no  one  at  the  "Fairmont" 
telephone  number  was  able  to  assist  the  auditor  with  any  Information,  the  Internal 
Audit  Staff  "froze"  any  further  payments  to  the  "Fairmont  Company." 

On  April  15,  1992,  Internal  Audit  received  from  Accounts  Payable  the  $543  Bank 
Money  Order  payable  to  the  Cisco  Union.  The  Money  Order  was  received  on 
4/13/92  by  the  Accounts  Payable  section  with  a  hand  writtien  note  explaining  that  the 
"Fairmont  Company"  was  refunding  $543  due  to  a  clerical  error  that  led  to  a  double 
billing  of  the  University  by  Fairmont.  The  Internal  Audit  Staff  began  a  systematic 
search  for  any  other  "Fairmont"  invoices  paid  by  the  University,  and  referred  the 
supposed  double  billing  fraud  to  the  University  Police  Financial  Crimes  Unit. 


PROCESS  OF  INVESTIGATION  BY  INVESTIGATOR: 

1 .  The  case  detective  called  the  "Fairmont  Company"  telephone  number.  After  a 
brief  period  of  "verbal  gymnastics,"  the  detective  learned  that  the  telephone 
number  was  not  "Fairmont  Company"  but  an  answering  service  (Quick  Network) 
paid  to  answer  as  "Fairmont  Company"  and  to  take  and  deliver  messages. 

2.  The  owner  of  Quick  Network  gave  the  detective  the  name  and  address  of  the 
person  who  paid  for  the  "Fairmont  Company"  answering  service. 

Jayne  Fairmont 
P.O.  Box  331 
Glen  Park,  Illinois 

3.  A  postal  office  employee  at  the  downtown  Glen  Park,  Illinois,  Post  Office 
confirmed  that  P.O.  Box  331  was  rented  by  a  person  who  identified  herself  as 
Jayne  Fairmont  on  02/14/89. 
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4.  A  postal  inspector  obtained  physical  descriptions  of  the  female  who  signed  the 
Answer  Network  service  contract  and  the  female  who  rented  Post  Office  Box 
331.  The  descriptions  were  essentially  identical.  The  postal  clerk  who  dealt 
with  Jayne  Fairmont  recalled  she  had  been  driving  an  older,  white  Oldsmobile 
with  Wisconsin  license  plates  when  she  rented  the  P.O.  Box  in  February  of 
1989.  The  postal  clerk  checked  her  rental  records  and  advised  that  the  same 
female  again  renewed  the  rental  of  P.O.  Box  331  on  2/15/91  and  was  driving  a 
new,  red  mini-van  with  Wisconsin  license  plates. 

5.  A  Gleri  Park  Police  detective  examined  the  past  three  years'  telephone 
directories  and  City  Directories  for  both  Glen  Park  and  Evanston,  Illinois.  The 
detective  advised  there  were  no  listings  for  telephone  service  or  any  physical 
locations  in  those  directories  for  either  the  "Fairmont  Company"  or  "Jayne 
Fairmont."  The  detective  learned  there  had  been  no  utilities  subscribed  to  by 
either  "Fairmont  Company"  or  "Jayne  Fairmont"  during  the  same  three  years. 

6.  The  University's  Internal  Audit  staff  advised  the  university  police  detectives  that 
the  review  of  the  file  of  Fairmont  Company  invoices  disclosed  that  all  of  those 
invoices  had  been  "approved  for  payment  -  merchandise  received"  by  Lisa 
Chaffey  during  the  period  from  March  of  1989  through  January  of  1992,  when 
Mrs.  Chaffey  resigned. 

7.  The  university  detective  faxed  a  copy  of  Mrs.  Chaffey's  ID  card  photo  to  the 
Glen  Park  detective.  Both  the  owner  of  the  "Quick  Network"  and  the  postal 
clerk  identified  the  photo  of  Mrs.  Chaffey  as  the  person  each  had  dealt  with  as 
"Jayne  Fairmont." 

8.  The  university  detective  obtained  and  examined  the  trash  from  the  Chaffey's 
residence  and  found,  among  other  items,  "Jackson  Chemicals"  invoices.  Those 
invoices  were  for  cleaning  supplies  that  were  supposedly  sold  to  Clark  Area 
Technical  College  (CATC)  by  "Jackson  Chemicals,"  P.O.  Box  331 ,  Glen  Park, 
IL.  A  discrete  contact  with  the  Accounts  Payable  supervisor  at  CATC  disclosed 
that  all  of  the  paid  invoices  from  "Jackson  Chemicals"  were  approved  for 
payment  by  the  school's  Physical  Plant  Director,  Will  Chaffey. 

9.  Wisconsin  Department  of  Transportation  records  disclosed  that  the  Chaffeys 
traded-in  their  1986  Oldsmobile  on  a  $22,000  Pontiac  mini-van  in  September  of 
1990.  The  mini-van  was  observed  in  the  Chaffey's  driveway  by  the  university 
police  detective  who  noted  that  it  was  red  in  color. 
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CASE  CONCLUSION: 

Based  on  the  information  that  was  learned,  the  university  detective  obtained  and 
executed,  with  city  police,  a  search  warrant  for  financial  records  and  documents 
related  to  the  "Fairmont  Company"  and  "Jackson  Chemicals"  frauds  perpetrated  by 
Mr.  and  Mrs.  Chaffey.  The  entire  contents  of  two  filing  cabinets  located  at  the 
Chaffey  residence  were  seized  during  the  execution  of  the  warrant.  Since  one 
cabinet  was  labeled  "Fairmont"  and  the  other  "Jackson,"  the  cabinets  were  also 
seized.  The  University  Police  detective  stated  later  that  the  Chaffeys  were 
"compulsive  record-keepers,"  who  kept  at  least  one  copy  of  every  piece  of  paper 
(also  called  evidence)  that  they  created  in  their  schemes.  The  detective  also  said 
that  he  had  never  worked  a  "paper  case"  before,  but  now  is  looking  forward  to 
working  "lots  more." 
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NATIONAL  INSURANCE  CASE  STUDY 

The  following  newspaper  article  is  an  example  of  financial  fraud  involving  a  fictitious 
payable  scheme. 


State/metro 


Wisconsin  State  Journal.  Friday.  August  20.  1991 


Executive  charged  in  fraud 


State  Journal  staff 

A  mail  fraud  charged  was 
filed  Thursday  in  U.S.  District 
Court  against  a  former  National 
Insurance  Company  vice 
president  who  allegedly  set  up 
a  fictitious  firm  that  billed  the 
insurance  company  for  more 
than  $430,000  in  orders  the 
company  never  placed. 

Michael  Findlay,  41,  Mount 
Haven,  who  was  an  assistant 
vice  president  and  senior 
corporate  officer  at  the  Sun 
Prairie-based  company, 
allegedly  set  up  a  fictitious 
company  called  S.S.  Consulting 
and  used  it  to  bill  National 
Insurance  for  business  forms  it 
never  ordered  or  received. 

According  to  a  complaint, 
Findlay  allegedly  used  his 
position  at  National  Insurance 
to  approve  billing  statements 
from  S.S.  Consulting  by  filling 
out  a  cash  disbursement  form. 
That  caused  National's 
Insurance's  accounting 
department  to 


mail  checks  in  payment  of  the 
fictitious  statements  to  a  post 
office  hoji  in  Middleton 
belonging  to  Findlay's  fictitious 
firm,  the  complaint  states. 

In  all,  Findlay  collected 
$436,335  fix)m  National 
Insurance  between  March  2, 
1987  and  May  1,  1991, 
according  to  the  complaint. 

At  National  Insurance, 
Findlay  was  responsible  for 
several  areas  of  administration, 
including  mail  and  supply, 
printing,  furniture  acquisition, 
fleet  acquisition  and 
maintaining  the  Sun  Prairie 
building  and  other  branches, 
the  complaint  states. 

Findlay  was  fired  on  May  6. 
The  case  was  investigated  by 
the  Sun  Prairie  Police 
Department  and  the  U.S.  Postal 
Service  Inspection  Unit. 

Findlay  is  scheduled  to 
appear  in  federal  court  Sept. 
17. 
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MARY  AND  JOHN  CROOK  INVESTIGATION  -  PART  III 
EXERCISE  FEEDBACK  SHEET 


Directions  to  the  Instructor: 


This  exercise  would  work  well  if  conducted  in  stages.  Suggest  that  each  team  discuss 
each  part  of  the  exercise  and  then  share  their  ideas  with  the  group  before  moving  to 
the  next  part. 


Student  feedback  may  vary  from  what  is  listed  here.  Encourage  students  to  come  up 
with  their  own  ideas  for  the  investigation  and  how  they  would  approach  the  case. 


PART  I:  SURVEILLANCE 


From  the  observations,  what  information  might  be  important  to  the 
investigator? 

Restaurant  "traffic"  does  not  appear  heavy  even  though  the  business 
supposedly  is  doing  well. 

People  are  entering  restaurant  but  do  not  appear  to  be  using  services. 


PART  II:  INTERVIEW 


There  are  four  employees. 

Do  the  employee  records  verify  this? 

Customer  traffic  is  light  -  particularly  on  Monday,  Tuesday  and 
Wednesday. 

How  much  is  recorded  from  customer  sales  for  these  days? 


Mary  Crook  keeps  the  business  records. 

No  one  else  sees  the  books.  Do  all  business  records  match? 

John  Crook  has  frequent  visitors 
Why  are  they  there? 


Maty  and  John  Crook  Investigation  Exercise 

Q  FINANCIAL  INVESTIGATIONS  A7  H    Chapter  7.  Tracing  Funds  Using  the  Direct  Method  of  Proof 

ERIC 


Instructor  Guide 


PART  III:      BUSINESS  RECORDS 

A  review  of  the  Cash  Receipts  Journal  (CRJ)  shows- 

•       Customer  sales  -  Total  receipts  seem  to  be  constant  even  though 
business  is  slow. 

Do  the  entries  in  the  (CRJ)  correlate  with  daily  cash  register  receipts, 
ledger  entries  and  bank  deposit  information? 


A  review  of  the  Cash  Disbursement  Journal  (CDJ)  shows- 
Unusual  miscellaneous  expense  to  J.  Reynolds  Marketing  Company. 

Is  this  a  legitimate  expense  or  is  it  an  overstatement  of  an  expense  by 
the  business?  Is  there  a  customer  invoice  available?  What  was  the 
service  rendered?  How  was  the  receipt  of  the  check  handled  for  R. 
Reynolds? 

Salary  expenses  seem  somewhat  high. 

Why  are  six  payroll  checks  disbursed?  Who  are  the  checks  made  out 
to?  What  do  the  employee  records  indicate  for  this  time  frame? 


PART  IV:      BANK  RECORDS 

A  review  of  the  bank  statement  shows- 
Deposits  made  on  Mar.  7th  and  Mar.  24th  do  not  correlate  with  journal 
entries.  What  does  the  deposit  slip  show? 

•       The  J.  Reynolds  check  was  cashed. 

What  should  the  canceled  check  to  J.  Reynolds  show? 

The  business  account  shows  time  cash  withdrawals  totaling  $1500. 
Where  did  the  cash  go?  Are  there  corresponding  deposits  into  the 
Crooks  personal  accounts  on  the  same  dates? 
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CHAPTER  8: 


TRACING  FUNDS  USING  INDIRECT  METHODS  OF 
PROOF 


LENGTH: 
OBJECTIVES: 


3  Hours 


Differentiate  between  direct  proof  and  indirect  proof. 


Describe  what  types  of  information  are  gathered 
through  the  completion  of  a  financial  profile. 

State  when  it  is  appropriate  to  use  an  indirect 
method  of  proof. 

State  the  requirements  of  proof  for  each  indirect 
method  of  proof. 

Write  the  formula  for  each  indirect  method  of  proof. 
Perform  net  worth  analysis. 
Perform  expenditures  analysis. 
Perform  bank  deposit  analysis. 


INSTRUCTIONAL 
METHODS/AIDS: 


ICON  LEGEND 
(Those  used  in  this  lesson  are  highlighted) 


Q&A 


Kolc  I'lav 


Distrihutc  Diicuincnt 


Show  TriuispsirtMicy 


Discussion  Ptriod 


Use  Flip  Chart 


Do  Gump  Exercise 


Rcl'ci  to  Ttxtboc)k 


Use  Chalkboard 


I 


Do  Individual  Exercise 


C  J  V 
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Chapter  8  -  List  of  Transparencies 

1.  Methods  of  Proof:  Comparison 

2.  Methods  of  Proof 

3.  Basic  Principle 

4.  The  Financial  Profile 

5.  Disposition  of  Income 

6.  Net  Worth  Method 

7.  Net  Worth  Analysis  Formula 

8.  Net  Worth  Analysis  -  Jim  Dealer 

9.  Keys  to  Net  Worth  Analysis 

10.  Net  Worth  Method  -  Elements  of  Proof 

1 1 .  Expenditures  Method 

12.  Expenditures  Analysis  Formula 

13.  Expenditures  Analysis  -  Jim  Dealer 

14.  Expenditures  Method  -  Elements  of  Proof 

15.  Bank  Deposit  Method 

16.  Bank  Deposit  Analysis  Formula 

17.  Bank  Deposit  Analysis  -  Jim  Dealer 

18.  Bank  Deposit  Method  -  Elements  of  Proof 

19.  Selecting  Indirect  Methods  of  Proof 


STUDENT 
WORKBOOK: 


Chapter  8  -  Workbook  Contents 

Net  Worth  Analysis  ProceduresAA/orksheet 

Personal  Net  Worth  Analysis  Exercise 

Expenditures  Analysis  Procedures/Worksheet 

Bank  Deposit  Analysis  Procedures/Worksheet 

Selecting  the  Method  of  Proof 

Mary  and  John  Crook  Investigation  Exercise  -  Part  IV 


INSTRUCTIONAL 
EQUIPMENT: 


Overhead  Projector 


INSTRUCTOR 
REFERENCES: 


Financial  Investigations. ..A  Financial  Approach  to 
Detecting  and  Resolving  Crimes 


6C 
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Presentation 


Use  a  transition  statement  from 
the  previous  lesson. 


I. 


INTRODUCTION 


A.      Attention  Getter/Motivator 

Example:  In  the  last  chapter,  we  saw  how 
our  suspects,  Mary  and  John  Crook,  did 
participate  in  an  actual  illegal  business 
transaction;  the  proof  was  in  their  business 
and  banking  records/books.  It  isn't  always 
possible  to  find  specific  items  of 
wrongdoing.  If  this  is  the  case,  the 
investigator  has  to  turn  to  other  means  of 
proving  criminal  wrongdoing  by  using 
indirect  methods. 


1.  Differentiate  between  direct 
proof  and  indirect  proof. 

2.  Describe  what  types  of 
information  are  gathered 
through  the  completion  of  a 
financial  profile. 

3.  State  when  it  is  appropriate 
to  use  an  indirect  method  of 
proof. 

4.  State  the  requirements  of 
proof  for  each  indirect 
method  of  proof. 

5.  Write  the  formula  for  each 
indirect  method  of  proof. 

6.  Perform  net  worth  analysis. 


Refer  to  objectives  on  pages 
193  and  194  in  ttie  texttioolt. 


B. 


Objectives 
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7.  Perform  expenditures 
analysis. 

8.  Perform  bank  deposit 
analysis. 

II.       OVERVIEW  OF  THE  INDIRECT 
METHODS  OF  PROOF 


A.      Comparison  of  Direct  versus  Indirect 
Methods 


1.  Methods  of  Proof: 


Comparison 


Q&A 


In  ttie  fonn  of  a  review,  solicit 
key  points  discussed  In  Chapter 
7  concerning  the  direct  method. 


Direct  Method:  definition  and 
use 

a.  Method  used  to  show 
the  receipt  and/or 
disposition  of  funds 
through  illegal  means 

b.  Investigator  locates 
actual  business 
transaction  that  shows 
illegal  disposition  or 
receipt 

c.  Microscopic  view  of 
financial  transactions 
by  looking  into  books 
and  records 


FINANCIAL  INVESTIGATIONS 


8-4 


Chapter  8;  Tracing  Funds  Using  Indirect  Methods  of  Proof 


Instructor  Guide 


Instructor  Notes 


Presentation 


2.       Indirect  Method:  definition 
and  use 

a.  Indirect  Methods  are 
used  to  show  that  a 
suspect's  expenses 
exceed  known  income. 

b.  Indirect  Methods 
cannot  be  used  to 
prove  where  income 
came  from--only  to 
make  inferences. 

c.  Indirect  Methods  are 
used  frequently  when 
cash  transactions  are 
involved  or  when 
movement  of  money  is 
not  in  business  books 
and  records. 

d.  Investigator  gathers 
financial  data  and 
plugs  information  into 
mathematical  formulas. 

e.  Macroscopic  view  of 
financial  situation 

B.      Types  of  Indirect  Methods 


2.  Methods  of  Proof 


Refer  to  the  three  indirect 
methods  listed  on  the 
transparency. 


1 


Net  worth 


2 


Expenditures 
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3.      Bank  deposit 

C.      Basic  Principle  Pertaining  to  Indirect 
Method  of  Proof 

3.  Basic  Principle 


Refer  to  information  on  page 
194  in  the  textboolc.  Emphasize 
to  the  students  that  this 
principle  applies  no  matter  what 
method  of  proof  is  being  used. 


111.      DESCRIPTION  OF  THE  FINANCIAL 
PROFILE 

A.  Objective:  to  describe  the  financial 
condition  of  the  suspect--what  the 
suspect  owes,  owns,  earns  and 
spends  at  a  given  point  in  time  or 
over  a  given  period  of  time. 

B.  Means  of  Accomplishment 

1 .  Interview  suspect 

2.  Review  of  public  records 
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3.       Contact/obtain  information 
from  third  parties 

a.  Financial  institutions 

b.  Employers/employees 

c.  Associates/ 
competitors 

d.  Neighbors/friends/ 
enemies 

C.      Required  Data 


4.  The  Financial  Profile 


Refer  students  to  the  Financial 
Profile  chart  on  page  196. 


Explain  what  the  information  on 
the  chart  represents  and  how  it 
can  be  used  as  a  guide  for  the 
investigator  during  the 


investigation. 
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D. 


Disposition  of  Funds 


5.  Disposition  of  income 

Discuss  tlie  four  ways  sliown 
on  tlie  transparency.  Stress  to 
the  students  that  these  ways 
are  applicable  whether  using  a 
direct  or  any  of  the  indirect 
methods. 


1. 


Save  it 


2. 


Buy  assets 


3. 


Pay  off  debts 


4 


Spend  it 


G 1  ^ 
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V.      PERFORMING  NET  WORTH  ANALYSIS 


A.  Definition 


6.  Net  Worth  Method 

Use  the  terminology  and 
explanation  on  page  197  of  the 
textbook. 


B.  Formula/Procedures 


7.  Net  Worth  Analysis  Formula 

Inform  students  that  a 
worksheet  on  the  procedures 
for  performing  a  Net  Worth 
Analysis  is  available  for  their 
use  In  the  Student  Workbook  on 
page  8-2. 


C.      Example:  Jim  Dealer 


8.  Net  Worth  Analysis  •  Jim 
Dealer 

Summarize  the  results  of  the 
analysis  as  outlined  on  page 
201  In  the  textbook. 
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Keys  to  Net  Worth  Analysis 


9.  Keys  to  Net  Worth  Analysis 


Discussion  items  located  in 
textbook  on  pages  201  and  202. 

Empliasize  tlie  importance  of 
tills  Item  in  tlie  investigation. 


c.  Establish  through 
interview  process  with 
suspect 

d.  Ways  of  disproving  a 
"Cash  Hoard" 

Examples: 

Prior  financial 
statements 
Low  earnings  in 
prior  periods 
Bankruptcy  in 
prior  year 
Borrowing 
money 
Installment 
purchases 
Welfare  or 
applications 
Credibility  of 
subject's  story 


C  2  b 


1 .       Cash  on  hand 

a.  Currency  in 
possession  of  suspect 

b.  Most  important  and 
most  difficult  asset  to 
establish 
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Discussion  items  located  in 
textbool(  on  page  202. 


Discussion  items  located  in 
textbook  on  page  202. 


3. 


Cash  in  banks 

a.  Accounts  must  be 
reconciled  to 
determine  balances  at 
end  of  specific  period. 

b.  Unusual  transactions 
must  be  traced  to 
source. 

Asset  valuation 

a.  Assets  valued  at  cost 
as  opposed  to  fair 
market  value. 

b.  Appreciation  or 
depreciation  is 
ignored. 


Discussion  items  located  in 
textbook  on  pages  202  and  203. 


Known  expenses 

a.  Difficult  to  document 

b.  Estimates  should  be 
low 


E.      Net  Worth  Method  -  Elements  of 
Proof 


10.  Net  Worth  Method  - 
Elements  of  Proof 

Discussion  items  located  In 
textbook  on  page  204. 


G  1  V 
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y 


F. 


Individual  Exercise:  Personal  Net 
Worth 


Refer  students  to  the  Student 
Workbook,  page  8-6,  for 
Personal  Net  Worth  Exercise. 
Explain  to  the  students  that  this 
exercise  Is  a  "fun  exercise" 
designed  to  help  students 
understand  assets  and  liabilities 
and  how  they  are  used  to 
determine  an  individual's  net 
worth.  This  Is  a  continuatton  of 
the  exercise  started  In  Chapter 
1.  Have  the  students  read  the 
exercise.  Clarify  any  questions 
before  beginning. 

Exercise  may  be  given  as  an 
out-of-class  assignment. 

(=1^ 


Exercise  feedback  information 
is  included  in  Appendix,  page 
A8-2.  Discuss  exercise. 
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VI.      EXPENDITURES  METHOD 


A.  Definition 


11.  Expenditures  Method 


B.  Formula/Procedures 


12.  Expenditures  Analysis 
Formula 

Inform  students  that  a 
worltsheet  on  the  procedures 
for  performing  an  Expenditures 
Analysis  is  available  for  their 
use  in  the  Student  Worlctx)ol(  on 
page  8-7. 


C.  Examples: 

1.      Jim  Dealer 


13.  Expenditures  Analysis  -  Jim 
Dealer 

Summarize  the  results  of  the 
analysis  as  outlined  on  page 
208  in  the  textboolt. 


Q&A 


2.      John  -  The  Lottery  Winner 


Follow  the  instructions  for  the 
activity,  John  -  The  Lottery 
Winner.  Directions  are  included 
in  the  Appendix,  page  A8-7. 
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D.      Expenditures  Method  -  Elements  of 
Proof 


14.  Expenditures  Method  - 
Elements  of  Proof 

Discussion  items  are  located  in 
the  textlxxtic  on  page  209. 


VII.     BANK  DEPOSIT  METHOD  ANALYSIS 


Definition 


15.  Banic  Deposit  Method 


B.  Formula/Procedures 


16.  Banlf  Deposit  Analysis 
Formula 

Inform  students  that  a 
procedure/workslieet  on 
performing  a  BanIc  Deposit 
Analysis  is  available  for  their 
use  in  the  Student  Woridiook  on 
page  8-9. 
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C.  Example: 

a.      Jim  Dealer 


b.      Dan  Street 
OPTIONAL  ACTIVITY:  Discuss 
the  Dan  Street  example  shown 
in  textbook  on  pages  211  and 
212. 


D.      Bank  Deposit  Method  -  Elements  of 
Proof 


E.      Jim  Dealer  Activity  Card 
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17.  Bank  Deposit  Analysis  -  Jim 
Dealer 

Summarize  the  results  of  the 
analysis  as  outlined  on  page 
214  in  the  textbook. 


18.  Bank  Deposit  Method  - 
Elements  of  Proof 

Discussion  items  are  located  in 
the  textbook  on  page  214. 


Q&A 

OPTIONAL  ACTIVITY:  Use  this 
exercise  as  a  review  of  the 
three  indirect  methods  of  proof. 
Follow  the  instructions  in  the 
Appendix,  page  A8-12. 


Instructor  Notes 


Instructor  Guide 

Presentation 


IX.      SELECTING  THE  APPROPRIATE 
INDIRECT  METHOD 


19.  Selecting  the  Method  of 
Proof 

Discussion  of  the  criteria  is 
listed  in  textbook  on  pages  215 
and  216.  Use  the  summary  of 
the  criteria  as  shown  on 
transparency  #19  as  discussion 
points.  The  information  is  also 
included  in  the  Student 
Workbook  on  page  8-12. 


A.  Criteria 


B.      Other  Considerations 


1 .      Indirect  Methods  used  as 
investigative  tools 


Use  the  Billy  Bob  Smith  Examples: 
example  in  textbook  on  page 

216  to  illustrate  this  concept.  ,        show  suspect  warrants  an 

investigation. 

•       Convince  jury  suspect  is 
guilty. 


2.      Indirect  Methods  used  in 
conjunction  with  Direct 
Method 


Continue  with  the  Billy  Bob 
embezzlement  example  on  page 
217  in  the  textbook  to  Illustrate 
this  concept. 


Example:  Investigator  uses  specific 
item  method  to  document  a 
percentage  of  the  financial  fraud 
that  has  been  committed  and  uses 
an  indirect  method  to  show  the 
extent  of  the  financial  crime. 

AW 
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C.      Group  Exercise:  Mary  and  John 
Crook  Investigation  -  Part  IV 


Have  students  work  together  in 
teams.  Refer  students  to 
Student  Workbook,  page  8-13, 
for  Mary  and  Jofin  Crook 
Exercise.  Explain  to  tfie 
students  tfiat  tfiis  exercise  is  a 
continuation  of  tlie  investigation 
started  in  Cfiapter  4, 6,  and  7. 
Have  tfie  students  read  tfie 
exercise.  Clarify  any  questions 
before  beginning. 

Exercise  may  be  given  as  an 
out-of-class  assignment  wfiicfi 
students  would  work  tfirougfi 
individually. 


Upon  completion  of  exercise, 
distribute  exercise  feedback 
sfieets.  See  the  Appendix,  page 
A8-20.  Discuss  exercise. 


D.      Textbook  Review  Questions  (pages 
220  through  225) 


Have  students  complete 
questions  individually  or  work 
in  teams. 
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X. 


SUMMARY 


Summarize  objectives 
addressed  in  this  chapter. 


A. 


Restate  Objectives 


1  . 

Differentiate  between  direct 

proof  and  indirect  proof. 

2. 

Describe  wliat  types  of 

information  are  gatliered 

tlirougli  tlie  completion  of  a 

financial  profile. 

3. 

State  when  it  is  appropriate 

to  use  an  indirect  method  of 

proof. 

4. 

State  the  requirements  of 

proof  for  each  indirect 

method  of  proof. 

5. 

Write  the  formula  for  each 

indirect  method  of  proof. 

6. 

Perform  net  worth  analysis. 

7. 

Perform  expenditure  analysis. 

8. 

Perform  bank  deposit 

analysis. 

B.      Tie-in  to  Next  Chapter 

Example:  In  order  to  use  any  of  the 
methods  discussed  for  proving  a  suspect's 
innocence  or  quilt,  an  investigator  must 
question  the  suspect  for  the  information 
needed.  The  next  chapter,  "Planning, 
Conducting,  and  Recording  an  Interview" 
focuses  on  the  skills  required  of  the 
investigator. 
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Chapter  8:  Tracing  Funds  Using  Indirect 
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PERSONAL  NET  WORTH 
EXERCISE  FEEDBACK 


This  exercise  is  designed  to  sliow  liow  tlie  net  wortli  analysis  metliod  is 
accomplislied.  Responses  will  vary  with  each  individual. 

Copies  of  the  worksheets  and  lists  used  by  the  students  in  making  their 
computations  are  provided  on  the  following  pages. 

Column  I  of  WORKSHEET  A  should  have  been  completed  during 
Chapter  I.  LIST  A  and  LIST  B  should  have  been  completed  on  a  daily 
basis  with  the  daily  total  shown.  The  rest  of  WORKSHEET  A  and 
WORKSHEET  B  should  be  completed  at  this  time. 

NOTE:        Remind  students  that  personal  expenditures  should  include 
such  items  as  food,  clothing,  gas,  entertainment,  etc. 
Income  should  include  such  things  as  wages,  interest 
income,  spending  money  from  home,  etc. 


{j^6 

Personal  Net  Worth  Exercise 
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HOW  MUCH  ARE  YOU  WORTH? 
(WORKSHEET  A) 


COLUMN  I  COLUMN  II 

BASE  CURRENT 

ASSETS 


Cash-on-Hand 

Cash  in  Banks 

Car 

Home 

Total  Assets  (A) 

LIABILITIES 


Student  Loans 

Car  Loans 

Mortgages 

Total  Liabilities  (B) 

NET  WORTH 


Total  Assets  (A) 
-  Total  Liabilities  (B) 


G  X.  i 

Personal  Net  Worth  Exercise 

FINANCIAL  INVESTIGATIONS  A8  3       Chapter  8  Tracing  funds  Using  Indirect  Methods  of  Proof 


Instructor  Guide 

HOW  MUCH  DO  YOU  SPEND? 
(LIST  A) 


DATE 

AMOUNT 

DATE 

AMOUNT 
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HOW  MUCH  DO  YOU  MAKE? 
(LIST  B) 


DATE 

AMOUNT 

DATE 

AMOUNT 



FINANCIAL  INVESTIGATIONS 


^  U  Personal  Net  Worth  Exercise 

A8  5       Chapter  8;  Tracing  funds  Using  Indirect  Methods  of  Proof 


Instructor  Guide 


HOW  MUCH  HAS  YOUR  NET  WORTH 
INCREASED  OR  DECREASED? 
(WORKSHEET  B) 


Current  Net  Worth  (Column  II) 

Minus:         Base  Net  Worth  (Column  1) 

Equals:        Increase  (Decrease)  in  Net  Worth 

Plus:          Known  Expenses  (From  LIST  A) 

Equals:       Total  Net  Worth  Increase  or  Decrease 

Minus:         Funds  from  Known  Sources  (From  LIST  B) 

Equals:        Funds  from  Unknown  Income  (Unsuspected 
Income) 
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JOHN  -  THE  LOTTERY  WINNER 
EXPENDITURES  METHOD  EXAMPLE 


Directions  to  Instructor: 


Purpose.  This  is  an  example  of  how  transactions  can  be  classified  as 
expenditures  (applications)  or  sources  of  funds.  This  determination  is  an 
important  step  in  using  the  Expenditures  Method. 

Relay  the  events  in  the  scenario  to  the  students.  A  flipchart  or 
chalkboard  could  be  used  to  write  down  figures  as  discussed.  Query 
students  to  help  analyze  the  events  and  determine  the  effect  that  results 
from  the  transaction. 

Out-of-class  activity  (OPTIONAL).  Instructor  may  distribute  example  for 
students  to  read  prior  to  class  or  as  part  of  a  self-study. 


G 
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JOHN  -  THE  LOTTERY  WINNER 
HANDOUT 


BACKGROUND:     Consider  John.  John  has  just  graduated  from  high  school.  John 
does  not  have  a  job,  a  car,  a  bank  account  or  any  debts  at  all. 
John  lives  at  home  (rent  free)  and  has  no  money  (cash)  in  his 
pocket. 


EVENTS: 


Jan.  1         While  walking,  John  finds  a  lottery  ticket.  It  appears  to  be  a  legitimate 
lottery  ticket  and  accordingly,  he  takes  it  to  the  lottery  store.  John  finds 
out  that  he  has  just  won  $100,000.  John  takes  his  winnings  in  cash  - 
100,000  one-dollar  bills.  John  places  the  cash  in  his  pocket. 


What  has  occurred? 


John  has  entered  into  a  "flow  of  funds"  that  can  be  analyzed.  John  has 
become  the  recipient  of  $100,000;  the  source  is  from  lottery  winnings. 
However,  John  also  now  has  $100,000  in  cash.  We  can,  through 
analysis,  account  for  the  change  in  John's  financial  position  prior  to 
January  1 .  In  other  words,  we  have  investigative  evidence  to  document 
the  $100,000  received  by  John. 

Source  Lottery  winnings  $100,000 

Application  Cash  on  hand  -  increase  $100,000 

Jan.  2         John  recuperates  from  all  the  excitement  of  winning! 

Jan.  3         John  decides  that  he  always  wanted  a  car  and  a  boat:  accordingly,  he 
purchases  one  of  each  -  both  costing  $50,000  each. 

How  did  John  pay  for  these  items? 

He  took  cash  out  of  his  pocket  and  paid  for  them. 

What  was  the  source  of  funds  used  by  John  to  pay  for  the  car  and  the 
boat? 


The  source  was  his  cash  on  hand.  He  decreased  his  cash  holdings  to 
buy  the  car  and  boat.  In  other  words,  a  decrease  in  cash  on  hand 
represents  a  source  of  funds  for  further  expenditures. 


Source  Cash  on  hand  -  decrease  $100,000 

Application  Car  purchase  $  50,000 

Boat  purchase  $  50,000 

John   The  Lottery  Winner 
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Through  this  type  of  analysis  we  have  determined  that  the  car  and  boat 
were  purchased  from  known  sources  available  to  John. 

Jan.  4         John  decides  he  wants  to  go  into  business  for  himself.  He  always 

wanted  to  be  a  rock  and  roll  star.  He  decides  to  buy  an  electric  piano 
that  will  make  him  a  one  man  band.  He  finds  one  that  he  likes  for 
$75,000.  He  decides  to  keep  his  car  but  returns  the  boat  and  gets  his 
$50,000  back  (in  cash).  At  this  point  in  time,  John  has  sold  an  asset 
(boat)  and  increased  his  cash  on  hand  in  order  to  prepare  to  make 
another  expenditure.  Accordingly,  the  sale  of  an  asset,  or  in  this 
instance,  the  exchange  of  assets  (boat  for  cash)  represents  a  source  of 
funds  to  John. 

What  does  this  analysis  indicate? 

Source  Sale  of  boat  $  50,000 

Application  Cash  on  hand  -  increase  $  50,000 

We  can  fully  document  the  flow  of  funds  reflecting  John's  purchase  of  a 
car  ($50,000)  and  cash  on  hand  increase  ($50,000)  -  the  original  lottery 
winnings  of  $100,000. 

Jan.  5         John  determines  that  he  needs  another  $25,000  to  buy  his  piano.  Not 
wanting  to  sell  his  car,  he  decides  to  take  out  a  loan  for  $25,000.  With 
the  loan  proceeds  and  by  decreasing  his  cash  on  hand,  he  buys  the 
piano. 

What  does  this  analysis  indicate? 

Source  Loan  proceeds  $  25,000 

Cash  on  hand  -  decrease  $  50,000 

Application  Piano  purchase  $  75,000 

Now  John  has  a  car,  a  piano,  and  no  cash.  Since  January  1st,  John  has 
expended  $125,000  and  we  can  document  or  account  for  the  sources  of 
all  of  the  applications  of  funds  (lottery  =  $100,000  and  loan  proceeds  = 
$25,000) 

Jan.  6         John  plays  his  first  concert  and  receives  $10,000  as  income.  The 

concert  promoter  pays  John  $5,000  in  cash  and  promises  to  pay  the 
other  $5,000  in  30  days. 


John  ■  The  Lottery  Winner 

Q  FINANCIAL  INVESTIGATIONS  A8-9      Chapter  8  Tracing  Funds  Using  Indirect  Methods  of  Proof 

ERIC 


Instructor  Guide 


What  has  occurred  with  respect  to  the  flow  of  funds? 


Source 
Application 


Income  $10,000 
Cash  on  hand  increase  $  5,000 

Account  receivable  -  increase     $  5,000 


Even  though  John  has  in  hand  only  $5,000,  the  total  $10,000  is 
considered  as  a  source  of  funds  for  analysis  purposes. 

Jan.  7         John  decides  he  needs  to  buy  a  trailer  for  his  piano.  John  talks  to  the 
concert  promoter  who  also  sells  piano  trailers.  The  promoter  agrees  to 
sell  a  trailer  to  John  for  $5,000.  However,  instead  of  paying  cash,  they 
both  agree  to  forgo  or  forgive  the  $5,000  promised  to  be  paid  to  John  in 
the  future.  John  exchanges  his  accounts  receivable  for  the  trailer. 


Source 
Application 


Accounts  receivable  -  decrease  $5,000 
Trailer  purchase  $5,000 


At  the  time  of  receipt,  if  we  fail  to  show  the  full  amount  of  income 
($10,000)  as  a  source  and  correspondingly  fail  to  establish  the  account 
receivable  as  an  expenditure,  our  analysis  becomes  invalid. 


Source 

Lottery 

Loan 

Income 


$100,000 
$  25,000 
$  5.000 
$130,000 


Application 


Piano 
Car 

Cash  on  Hand 
Trailer 


Increase 


$  75,000 
$  50,000 
$  5,000 
$  5.000 
$135,000 


Following  this  INCORRECT  PATH  reveals  an  unidentified  expenditure  of 
$5,000. 

Jan.  8         John  decides  that  rock  and  roll  is  not  his  life.  Accordingly,  he  sells  his 
piano  for  $75,000  and  receives  cash.  He  sells  his  car  for  $50,000  and 
receives  cash  and  his  trailer  for  $5,000  and  receives  cash.  He  sells  his 
piano  for  $75,000,  car  for  $50,000,  and  trailer  for  $5,000,  receiving  cash 
for  each  transaction. 
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What  has  happened? 


Source 


Sale  of  piano 
Sale  of  car 
Sale  of  trailer 


$  75,000 
$  50,000 
$  5.000 
$130,000 


Jan.  9 


Jan.  10 
Jan.  11 


Jan.  12 


Application 

Cash  on  hand  -  increase  $130,000 

At  this  point,  John  has  added  $130,000  to  his  already  $5,000  cash  on 
hand  and  we  can  document  the  source  of  each  dollar 
(lottery/loan/income). 

John  decides  to  take  a  trip  to  Paris,  France,  on  the  Concorde  -  five  times 
in  one  day.  The  cost  is  $10,000  which  he  pays  for  in  cash.  This 
decision  to  take  the  trip  was  made  after  considering  other  types  of 
personal  expenditures  (i.e.  buying  clothes,  groceries,  furniture,  stereo, 
dining  out,  or  paying  his  parent's  bills,  etc.) 

What  has  occurred? 

Source        Cash  on  hand  -  decrease  $  1 0,000 

Application    Personal  expenditure  (trip)  $10,000 

Still  feeling  a  little  dizzy,  John  rests  from  his  trip! 

John  decides  to  take  the  $100,000  cash  he  has  left  and  buy  100,000 
lottery  tickets  (each  costing  $1 .00). 

What  has  occurred? 

Source  Cash  on  hand  -  decrease  $100,000 

Application  Lottery  ticket  purchases  $100,000 


John  learns  that  one  of  his  tickets  is  a  $100,000  winner!  On  the  way  to 
the  lottery  store  to  collect  his  winnings,  John  inadvertently  drops  the 
ticket,  John  is  unable  to  find  the  ticket.  John  has  lost  it  all. 

John  makes  application  to  attend  the  local  university! 
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JIM  DEALER  CARD  ACTIVITY 


Directions  to  Instructor: 
(Before  Class) 

Prepare  a  set  of  index  cards  for  the  activity.  Make  a  card  for  each  item  (A 
through  L)  listed  in  the  Jim  Dealer  scenario  on  page  199  of  the  textbook. 
Include  the  item  name,  description  from  textbook  and  the  names  of  the  three 
indirect  methods.  NOTE:  Item  B,  Bank  Information,  is  split  into  three  different 
areas  of  concern-bank  balances,  bank  deposits,  and  interest  income.  A 
separate  card  should  be  prepared  for  each  of  these  categories. 

A  sample  of  how  the  index  card  should  look  is  provided  here. 


Dealer  stated  he  had  $1,000  on  12/31/90  from  an  old  boat  he  sold  on  12/30/90.  Dealer  stated  he  had  no  cash- 
on-hand  at  12/31/91. 

NET  WORTH  IMPACT: 
EXPENDITURES  IMPACT: 
BANK  DEPOSIT  IMPACT: 


JIM  DEALER  ACTIVITY  CARD 


ITEM  A: 


CASH-ON-HAND 
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(During  Class) 

1.  State  the  purpose  of  the  activity.  The  purpose  of  this  exercise  is  to  show  how 
the  same  effect  is  achieved  using  any  of  the  three  indirect  methods.  The 
student  must  arrive  at  the  conclusion  that  all  methods  show  how  "unknown 
sources  of  funds"  are  derived. 

2.  Distribute  cards  to  students.  Students  may  work  in  teams. 

3.  Have  students  complete  cards.  If  necessary,  have  them  refer  to  Jim  Dealer 
examples  in  the  textbook. 

4.  Each  team  or  individual  is  to  present  their  findings  to  the  class.  Sample  impact 
statements  are  provided.  Assist  students  during  the  process. 

5.  Summarize  activity.  Use  the  chalkboard  to  illustrate  the  effect  as  shown  below. 
Each  had  a  different  starting  point,  but  all  resulted  with  same  type  of 
information. 

Method  Effect 

Net  Worth  Total  Net  Worth  Increases 


Minus:  Known  Sources  of  Funds 
Funds  from  Unknown  Sources 


Expenditures 


Total  Expenditures 

Minus:  Known  Sources  of  Funds 

Funds  from  Unknown  Sources 


Bank  Deposits 


Total  Receipts 

Minus:  Known  Sources  of  Funds 
Funds  from  Unknown  Sources 
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IMPACT  STATEMENTS  JIM  DEALER  CARD  ACTIVITY 


ITEM  A:  Cash-on-Hand 


Net  Worth  Impact 

Base  Year           Year  1                Year  2 
$1 ,000                  0  0 

Expenditures  Impact 

Base  Year           Year  1                Year  2 
$1 ,000                $1 ,000                No  effect 

Bank  Deposit  Impact 

Source  for  $1 ,000  of  funds  "applied"  or  "expended" 
during  year  #1 

ITEM  B-1 :  Bank  Information  -  Bank  Balance 

Net  Worth  Impact 

Dealer's  asset  "Cash  in  Bank"  went  up  by  $3,250 
during  Year  1  and  $475  in  Year  2. 

Expenditures  Impact 

The  increases  in  "Cash  in  Bank"  are  expenditures 
(also  called  "applications  of  funds")  of  $3,250  in  Year 
1  and  $475  in  Year  2. 

Bank  Deposit  Impact 

The  increases  in  "cash  in  bank"  flow  through  the 
computation.  Since  the  funds  remained  on  deposit  at 
year's  end,  the  funds  were  not  disbursed  by  the 
bank.  Thus,  these  funds  were  not  part  of  "net  bank 
disbursements."  These  increased  ending  bank 
balances  thus  decreased  net  bank  disbursements 
and,  in  applying  the  formula,  increased  cash 
disbursements. 
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ITEM  B-2:  Bank  Information  -  Bank  Deposits 


Net  Worth  Impact 

None 

(Only  ending  balances,  reconciled  for  outstanding 
checks  and  deposits-in-transit  have  impact  on  net 
worth  method.) 

Expenditures  Impact 

None 

(Only  increases  and  decreases  in  the  ending 
balances  of  the  asset  "cash  in  bank"  can  be  sources 
or  application  of  funds  and  in  the  amount  of  the 
change  in  balance.) 

ITEM  B-3:  Bank  Information  -  Interest  Income 

Net  Worth  Impact 

The  interest  received  is  funds  from  a  known  source, 
which  is  subtracted  from  "total  net  worth  increase"  in 
the  final  step  to  arrive  at  funds  from  unknown  source. 

Expenditures  Impact 

Same  as  net  worth  -  The  interest  is  a  "known  source" 
of  funds  and  is  subtracted  from  "total  expenditures" 
to  arrive  at  funds  from  unknown  sources. 

Bank  Deposit  Impact 

Same.  Subtracted  from  "total  receipts"  to  arrive  at 
funds  from  unknown  sources. 

ITEM  C:  Jewelry 

Net  Worth  Impact 

Base  Year            Year  1                 Year  2 
$1,000                 $6,000  $12,000 

Expenditures  Impact 

The  increases  in  the  asset  "jewelry"  were  obtained 
by  applications  of  funds  (or  "expenditures")  in  1991 
of  $5,000  and  in  1992  of  $6,000. 

Bank  Deposit  Impact 

The  jewelry  purchases  are  added  to  Dealer's  other 
"Outlays  of  Funds."  The  effect  is  an  increase  of 
$5,000  to  "outlays"  in  1991  and  $6,000  in  1992. 

Instructor-led 

Question:     Where  would  an  investigator  find  lead(s)  to  this  information?  Jeweler 
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ITEM  D:  Boat  Purchase 


Net  Worth  Impact 

Base  Year           Year  1                Year  2 
$17,500               $17,500  $17,500 

Expenditures  Impact 

None  during  1991  or  1992.  But  you  may  want  to 
look  for  "Boat  Club"  dues,  boat  insurance,  operating 
expenses,  etc. 

Bank  Deposit  Impact 

Same  as  above  at  "expenditures" 

Note:          The  net  impact  of  the  boat  is  0  for  all  methods,  since  the  asset  didn't 
change  and  was  not  a  source  or  application  of  funds  in  1991  or  1992. 

Instructor-led 

Question:     Where  would  an  investigator  find  lead(s)  to  this  information?  Boat 
Dealer,  Surveillance,  Department  of  Transportation 

ITEM  E:  Car  Purchase 

Net  Worth  Impact 

Base  Year           Year  1                Year  2 
0                 0  $18,250 

Expenditures  Impact 

The  1992  increase  in  the  asset  "auto"  was  obtained 
by  the  $18,250  application  of  funds  in  order  to 
purchase  the  auto. 

Bank  Deposit  Impact 

The  auto  purchase  is  added  to  dealer's  outlays  of 
funds. 

ITEM  F:  House/Mortgage  Information 

Net  Worth  Impact 

Asset  -  House 
Liability  -  Mortgage 

Base  Year           Year  1                Year  2 

0                   $150,000  $150,000 
0                   $100,000  $100,000 

Expenditures  Impact 

The  "net  effect"  of  the  house  purchase  is  entirely 
made  up  of  the  $50,000  down  payment  ($150,000 
cost,  less  $100,000  mortgage).  The  $50,000  down 
payment  is  an  expenditure  during  Year  1 :  1991. 

Bank  Deposit  Impact 

Same  as  above.  The  down  payment  is  added  to 
dealer's  other  "outlays." 

Instructor-led 

Question:     Where  would  an  investigator  find  lead(s)  to  this  information?  Registrar  of 
Deeds,  trash,  mail  cover,  County  Treasurer 
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ITEM  G:  Interest  Free  Loan 


Net  Worth  Impact 
Liability  -  Loan 

Rocp  Ypar             Year  1                  Year  2 
$275                   $275  $275 

Expenditures  Impact 

None  -  No  payments,  so  neither  a  source  or 
application  of  funds  in  1991  or  1992. 

Bank  Deposit  Impact 

Not  received  in  1991  or  1992,  so  not  a  "source"  nor 
a  "deposit'  to  be  considered.  No  payments  made 
(interest  or  principal),  so  not  an  "application"  either. 

Instructor-led 

Question:     Where  would  an  investigator  find  lead(s)  to  this  information  (Interview, 
financial  statement)? 

Note:          Although  there  is  no  real  impact,  this  is  included  in  Net  Worth  method  to 
show  "complete  investigation." 

ITEM  H:  Loan  Information 

Net  Worth  Impact 
Liability  -  Loan 

RasR  Year            Year  1                 Year  2 
No  effect             $2,400                $1 ,200 

Expenditures  Impact 

In  1991,  the  loan  is  a  source  of  funds  of  $3,000  and 
an  application  of  funds  (or  expenditure)  of  $600. 
Interestingly  enough,  the  $2400  "net  source"  ($3000 
less  $600)  is  the  same  as  the  12/31/91  balance  of 
the  liability. 

Bank  Deposit  Impact 

In  1991 ,  the  $3000  is  a  "known  source  of  funds"  and 
the  $600  in  repayments  on  the  loan  is  an  "outlay."  In 
1992,  the  $1200  ($100/month  times  12)  is  an 
"outlay."  The  liability  balance  (N/W)  of  $1200  at 
12/31/92  is  an  unrelated  coincidence. 
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ITEM  I:  Mortgage  Payments 


Net  Worth  Impact 

Liability  -  Mortgage 
Less:  Payments 
Mortaaae  Balance 
@  end  of  1991  and  1992 

Base  Year           Year  1                Year  2 
No  effect            $100,000  $94,000 
No  effect            -  6.000  -6.000 

$  94,000  $88,000 

Expenditures  Impact 

The  $6000  of  loan  re-payments  are  $6,000 
"applications  of  funds"  (or  expenditures)  in  both  1991 
and  1992. 

Bank  Deposit  Impact 

Same  effect  as  above.  The  $6,000  in  mortgage 
payments  are  added  to  dealer's  other  "outlays"  in 
both  1991  and  1992. 

ITEM  J:  Credit  Cards 

Net  Worth  Impact 

Neither  an  asset  nor  liability.  Requires  balance  be 
paid  when  billed.  Included  as  "known  expenses." 

Expenditures  Impact 

The  $1,460  paid  in  1991  and  the  $3,000  paid  in  1992 
are  "applications  of  funds"  in  each  year. 

Bank  Deposit  Impact 

As  above  the  $1 ,460  and  $3,000  are  added  to 
dealer's  "outlays"  in  the  respective  years. 

ITEM  K:  Personal  Living  Expenses 

Net  Worth  Impact 

The  personal  living  expenses  are  called  "known 
expenses"  and  are  added  to  "increase  in  net  worth." 

Expenditures  Impact 

The  personal  living  expenses  are  called 

"expend!  'res"  and  are  added  to  other  expenditures 

for  "total  expenditures." 

Bank  Deposit  Impact 

The  personal  living  expenses  are  called  "outlays "  and 
added  to  other  "outlays"  to  get  "total  outlays." 

Instructor-led 

Question:     Where  would  an  investigator  find  lead(s)  to  this  information?  Trash, 
checks,  surveillance 
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ITEM  L:  Wages 


Net  Worth  Impact 

The  "legitimate  income"  is  a  known  source  of  funds 
that  is  subtracted  from  everything  spent  (or  saved, 
etc )  to  arrive  at  the  subject's  income  from  illeaal 
activities  called  "unknown  sources"  unless  you  have 
a  witness  or  two  to  testify  as  to  the  specifics  of  the 
source. 

Expenditures  Impact 

Same  as  above. 

Bank  Deposit  Impact 

Same  as  above. 
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MARY  AND  JOHN  CROOK  INVESTIGATION 
EXERCISE  FEEDBACK 


The  results  of  the  bank  deposit  analysis  are  as  follows.  The  students  may  use  the 
single-step  or  multi-step  format  to  make  their  computation. 


Single-Step  Format 


STEP  1        CALCULATE  NET  DEPOSITS  TO  ALL  ACCOUNTS 


Amount 

Total  Deposits  to  All  Accounts 

$70,000 

Minus:        Transfer  and  Redeposits 

0 

Equals:       Net  Deposits  to  All  Accounts 

$70,000 

STEP  2 


CALCULATE  NET  BANK  DISBURSEMENTS 


Amoun* 

Net  Deposits  to  All  Accounts 
(STEP  1) 

$70,000 

Plus: 

Beginning  Balances 

4,000 

Equals: 

Net  Bank  Funds  Available 

74,000 

Minus: 

Ending  Balances 

9,000 

Equals: 

Net  Bank  Disbursements 

$65,000 
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STEP  3        CALCULATE  CASH  EXPENDITURES 

Examples  of  total  outlay  of  funds:        Purchases  of  capital  assets  or 

investments,  loan  repayments, 
known  expenses 


Outlays 

Amount 

Vacation 

$15,000 

Real  Estate  Taxes 

1.200 

Vehicle  Purchase 

36,000 

Mortgage  Repayment 

12,000 

Down  Payment  -  Lot 

25,000 

Loan  Repayment 

4,200 

TOTAL  OUTLAYS 

$93,400 

Amount 

Total  Outlay  of  Funds 

$93,400 

Minus:        Net  Bank  Disbursements 
(STEP  2) 

65,000 

Equals:       Cash  Expenditures 

$28,400 

STEP  4       CALCULATE  TOTAL  RECEIPTS  FROM  ALL  SOURCES 


Amount 

Net  Deposits  to  All  Accounts 
(STEP  1) 

$70,000 

Plus:          Cash  Expenditures 
(STEP  3) 

28,400 

Equals:       Total  Receipts  from  All  Sources 

$98,400 
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STEP  5        CALCULATE  FUNDS  FROM  UNKNOWN  SOURCES 


Examples  of  known  sources:      Salaries,  business  profits,  gifts 

received,  loans  received  and 
inheritances. 


Known  Sources 

Amount 

Business  Profit 
Gift 

Cash  on  Hand 

$48,000 
10,000 
1,000 

TOTAL  KNOWN 
SOURCES 

$59,000 

Amount 

Total  Receipts  from  All  Sources 
(STEP  4) 

$98,400 

Minus:         Funds  from  Known  Sources 

59,000 

Equals:        Funds  from  Unknown  Sources 

$39,400 
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Multi-Step  Format 


Minus: 
Equals: 

Total  Deoosits 

Transfers  between 

accounts 

Net  deposits 

$70,000 
0 

$70,000 

Plus: 

Minus: 
Equals: 

Cash  Exoenditures 

V  dOdUUi  1 

Real  estate  taxes 
Vehicle  purchase 
Mortgage  repayment 
Down  payment  -  lot 
Loan  reoavment 

w Ml  1    1  w  wU T  III  w  III 

Total  outlay  of  funds 
Net  bank  disbursements 
Cash  expenditures 

1,200 
36,000 
12,000 
25,000 
4,200 
$93,400 
65.000 

$28,400 

Equals: 

Total  receipts 

$98,400 

Minus: 

Funds  from  known  sources 
Business  profit 
Gift 

Cash  on  hand 

$48,000 
10,000 
1.000 

Total  from  known  sources 

$59,000 

Equals:Funds  from  unknown  sources 

$39,400 
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CHAPTER  9: 


PLANNING,  CONDUCTING,  AND  RECORDING  AN 
INTERVIEW 


LENGTH: 
OBJECTIVES: 


5  Hours 


State  the  purpose  of  a  financial  interview. 


INSTRUCTIONAL 
METHODS/ AIDS: 


List  the  objectives  of  a  financial  interview. 

Describe  the  elements  that  must  be  considered 
when  planning  an  interview. 

Describe  techniques  used  when  conducting  an 
interview. 

Identify  and  describe  methods  used  to  record  an 
interview. 


ICON  LEGEND 
(Those  used  in  this  lesson  are  highlighted) 


Q&A 


Role  Play 


Distribute  Document 


Show  Transparency 


Discussion  Period 


Use  Hip  Chart 


Do  Group  Exercise 


Refer  to  Textbook 


Use  Chalkboard 


Do  Individual  Exercise 
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Chapter  9  -  List  of  Transparencies 

1 .  Interview 

2.  Purpose  of  Financial  Interviews 

3.  Objectives  of  Financial  Interviews 

4.  Types  of  Interview  Questions 

5.  Phases  of  the  Interview 

6.  Parts  of  the  Interview 


STUDENT 
WORKBOOK: 


Chapter  9  -  Workbook  Contents 
Interview  Aids 
Special  Agent  Interview 


INSTRUCTIONAL 
EQUIPMENT: 


Overhead  projector 

Videotape  recorder  and  camera  (optional) 


INSTRUCTOR 
REFERENCES: 


Financial  Investigations... A  Financial  Approacii  to 
Detecting  and  Resolving  Crimes 
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Instructor  Notes  Presentation 


I.  INTRODUCTION 


Use  a  transRion  statement  from  A.      Attention  Getter/Motivator 

the  previous  chapter. 

Example:  Getting  the  information  you 
need  during  an  investigation  is  not  always 
easy.  One  of  the  most  important  skills 
required  of  a  financial  investigator  is  the 
ability  to  get  information  from  people.  This 
chapter  addresses  the  techniques  of 
conducting  financial  interviews. 


Refer  to  the  objectives  on  pages 
227  and  228  in  the  textboolt. 


B.  Objectives 


1 .      State  the  purpose  of  a 
financial  interview. 


2.      List  the  objectives  of  a 
financial  interview. 


3.  Describe  the  elements  that 
must  be  considered  when 
planning  an  interview. 

4.  Describe  techniques  used 
when  conducting  an 
interview. 


5.      Identify  and  describe 

methods  used  to  record  an 
interview. 
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Instructor  Notes 


Presentation 


1.  Interview 

Use  tlie  definition  in  textbook 
on  page  229. 


II.       INTRODUCTION  TO  THE  FINANCIAL 
INTERVIEW 

A.      Purpose/Objectives  of  Interview 
1 .  Definition 


2.  Purpose 


2.  Purpose  of  Financial 
interviews 


Refer  to  the  purpose  statement 
on  page  261  of  the  textbook. 


3.  Objectives  of  Financial 
Interviews 


Objectives  -  To  obtain: 

a.  Information  that 
establishes  or  refutes 
the  allegation  or  crime 
under  investigation 

b.  Leads  for  further 
development  of  the 
case 
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All  information  and 
documents  in  the 
witness's  possession 
relative  to  the  financial 
investigation 
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d.  The  cooperation  of  the 
witness  for  any 
subsequent  legal 
proceeding 

e.  Background  and 
personal  information 
about  the  witness  and 
motivation  for 
involvement  in  the 
crime 


B.      Types  of  Interview  Questions 


4.  Types  of  Interview  Questions 

Refer  to  the  examples  in  the  Examples:  General  recollection 

textbook  on  page  230. 

Examples:  Specific  detail 


C.      Phases  of  an  Interview 


5.  Phases  of  the  Interview 

Introduce  the  phases  of  the 
interview.  Each  part  is 
discussed  in  detail  in  Sections 
III,  IV  and  V. 


1.  Planning 


2.  Conducting 


3.  Recording 
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Instructor  Notes 


Presentation 


Inform  students  that  interview 
Planning  Aids  are  available  in 
the  Student  WoiMMOk 
beginning  on  page  9-2. 


Hi.      PLANNING  AN  INTERVIEW 


Discuss  items  listed  in  texttraok 
on  page  231. 


Conclition{s)  Facing  Investigator  at 
the  Beginning  of  the  Investigation 


B.      Selecting  Witnesses 


Use  examples  in  texttraok  on 
page  232  to  clarify  this 
information. 


Who:  People  having 
knowledge  or  possession  of 
documents  pertaining  to 
financial  transactions 


2.      Order:  Degree  of  knowledge 
or  participation 


Explain  categories  and  how 
each  affects  the  interview 
process.  Refer  to  category 
types  mentioned  on  page  233  in 
the  texttx)ok. 


C.      Types  of  Witnesses 


1 .  Neutral 


2.  Friendly 


Reluctant  or  hostile 
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Presentation 


Discuss  information  in  textbook 
on  page  234. 


D. 


Contacting  the  Suspect 


1 .      Reasons  for  interviewing 
during  early  stages 

a.  Fear  that  records  may 
be  destroyed 

b.  Catching  suspect  off 
guard  results  in  more 
responsive  interviews 

c.  May  result  in  quick 


2.       Reasons  for  delaying 
interviews 

a.  Needed  documentation 
collected  from  other 
witnesses  can  be  used 
to  refute  suspect's 
testimony 

b.  Confessions 
sometimes  occur  when 
suspect  confronted 
with  evidence  of  guilt 


confessions  or  early 
indications  of 


innocence 
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3.      Reasons  for  NOT  contacting 
suspect" 

a.  Beyond  reach  of  law 
enforcement 

b.  Represented  by 
attorney  who  refuses 
to  allow  client  to  be 
interviewed  on 
constitutional  grounds 

Method  of  Questioning 


Discuss  information  and 
examples  in  textboolt  on  pages 
234  and  235. 

Emphasize  chronological  is  the 
most  common. 


a.  Chronological  method 

b.  Questioning  according  to 
documents 

c.  Questioning  according  to 
transactions  or  events 


F.      Preparing  Outline  (Do  not  list  every 
question) 


Refer  students  to  sample 
interview  outline  on  page  236  in 
the  textlx)ol(.  Emphasize  that 
the  items  listed  are  only  key 
points  to  be  addressed.  A  more 
comprehensive  outline/ 
worksheet  is  contained  in  the 
Student  Workbook  on  page  9-4. 
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6.  Parts  of  ttie  interview 


IV.      CONDUCTING  AN  INTERVIEW 


Parts  of  the  Interview 


B.      Introduction  Techniques 

1.  Purpose 

a.  Identify  self 

b.  Purpose  of  contact 


Modei  the  right  and  wrong 
techniques  to  the  students 
using  the  exampies  in  the 
textboolc  on  pages  237  through 
239. 


2.      Right  and  wrong  techniques 


Body  Techniques 


Refer  bacic  to  page  234  for 
questioning  methods. 


Purpose/method 

a.  Fact-finding  purpose 

b.  Structure  depends 
upon  questioning 
method  used 


Modei  the  appropriate 
techniques  to  the  students 
using  the  examples  in  the 
textboolt  on  pages  241  and  242. 
Have  a  student  role  play  as  the 
witness. 


2.  Techniques  for  employing 
"who,  what,  where,  when, 
and  why"  questions 
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Discuss  Closing  questions 
presented  In  the  texttxxA  on 
pages  244  and  245. 


D.      Closing  Techniques 

1.  Purpose 

a.  Clarify  facts 

b.  Summation 

2.  Closing  questions 
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Instructor  Notes  Presentation 


V.      RECORDING  THE  INTERVIEW 

An  example  of  informal  notes  Is  A.      Informal  Notes 

located  In  textbook  on  page 

246. 


1 .  Purpose  -  Can  serve  as 
written  record 

2.  Content  -  Date,  time,  place, 
persons  present  and  what 
occurred 


An  example  of  a  memorandum  B.  Memorandum 

Is  located  on  page  248  In 

textbook. 

1 .      When  used  -  Details  too 
numerous  to  be  recorded 
informally 

Refer  to  the  textbook  on  page  2.  Advantages/disadvantages 

247  for  advantages  and 

disadvantages. 
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An  example  of  the  Question  and 
Answer  Statement  format  is 
iocated  on  page  250  in  the 
textbook. 


Question  and  Answer  Statement 


When  used  -  When  complete 
transcript  of  questions, 
answers  and  statements 
made  by  each  participant  are 
needed. 


Discuss  items  iisted  in  textboolc 
on  page  249. 


Content  required 


Refer  to  the  textboolt  on  page 
251  for  advantages  and 
disadvantages. 


Advantages/disadvantages 


Sample  Affidavit  Is  located  on 
page  253  in  textbook. 


D.  Affidavit 


When  used  -  When 
declaration  of  facts  made 
vjluntarily  and  confirmed  by 
oath  is  needed. 


Refer  to  textbook  on  page  254 
for  advantages  and 
dL  •Ivantages. 


Advantages/disadvantages 


Refer  to  page  255  In  the 
textbook  for  an  example  of  the 
oath  that  must  be  administered 
with  the  sworn  statement. 


Sworn  Statement  -  Statement  by 
witness  under  oath 
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F. 


Mechanical  Recording 


1.      When  used  -  When  a 

stenographer  is  not  available 
to  record  all  details 


Refer  to  guidelines  listed  in  ttie 
textbook  on  page  255. 


2. 


Guidelines  for  use 


A  sample  form  letter  is  located 
on  page  256  in  the  textbook. 


G.      Form  Letter  -  Used  when  requesting 
information  from  third  parties 


Inform  the  students  that  in  the 
Student  Woiltbook  there  is  a 
collection  of  Interview  aids 
(page  9-2),  some  of  which  have 
Just  been  discussed,  to  help 
them  with  the  interviewing 
process. 


H.      Grand  Jury  Transcript  -  Contains  all 
questions,  answers  and  statements 
made  by  each  participant  before 
grand  jury. 
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Interview  Role  Playing  Activity 


Two  role-playing  practice 
exercises  have  been  provided  in 
the  Appendix. 

Role  Play  #1  -  Shennan  Hunter 
Case,  page  A9-2. 

Role  Play  #2  -  William  Groom 
Case,  page  A9-15. 

Either  one  or  both  of  these 
exercises  can  be  used  to 
practice  interviewing  skills. 
These  exercises  have  been  set 
up  as  student-directed 
activities.  Four  individuals  are 
needed  to  complete  each  role- 
play  exercise.  Divide  the  class 
into  groups  accordingly.  Follow 
the  instructions  provided  in  the 
Appendix. 

OPTIONAL:  If  equipment 
available,  videotaping  of  the 
role  playing  may  be  done  to 
provide  students  with  feedbadi. 
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J.       Role  Play:  Special  Agent  Interview 


Materials  needed  to  conduct  the 
role  playing  exercise  are 
included  in  tlie  Appendix,  page 
A9-33.  Refer  students  to  page 
9-16  in  tlie  Student  Workboolc 
for  a  synopsis  of  this  exercise. 


Distribute  role  play  guides. 
Follow  directions  in  the 
Appendix. 


OPTIONAL:  Guest  special 
agents  can  be  used  to  role  play 
the  parts  of  witnesses  in  this 
exeroise. 


Q&A 


K.      Textbook  Review  Questions  (pages 
259  through  261) 


Have  students  complete 
questions  individually  or  wortt 
in  teams. 
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VI. 


SUMMARY 


Summarize  the  objectives 
addressed  in  this  chapter. 


A. 


Restate  Objectives 


1 .  State  the  purpose  of  a 
financial  interview. 

2.  List  the  objectives  of  a 
financial  interview. 

3.  Describe  the  elements  that 
must  be  considered  when 
planning  an  interview. 

4.  Describe  techniques  used 
when  conducting  an 
interview. 

5.  Identify  and  describe 
methods  used  to  record  an 
interview. 

B.      Tie  In  to  Next  Chapter 

Example:  Knowing  how  to  get  information 
from  witnesses  is  key  to  conducting  a 
successful  investigation.  But  the  interview 
alone  is  not  the  only  technique  the 
investigator  must  be  skilled  at  using. 
Some  of  the  other  techniques  used  by  an 
investigator  are  discussed  in  the  next 
chapter,  "Investigative  Techniques." 
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APPENDIX 

Chapter  9:   Planning,  Conducting,  and 
Recording  an  Interview 
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ROLE  PLAY  #1 
SHERMAN  HUNTER  CASE 


Notes  to  the  Instructor: 


Inform  students  that  the  role-playing  exercise  is  a  third-party  interview.  A  person 
who  has  knowledge  related  to  the  case  under  investigation-not  the  individual 
under  investigation-is  being  interviewed. 

Organize  students  into  groups  of  four.  Have  individuals  in  each  group  assume  the 
following  roles: 

Case  Agent  Interviewer 
Interviewer  Assistant/Recorder 

Interviewee  (Person  being  interviewed)  -  Kelly  Host  (Auto  Dealer) 
Interview  Administrator/Evaluator 


•  Distribute  copies  of  the  role  playing  guides  for  each  individual  in  the  group.  The 
students  will  be  conducting  this  practice  exercise  essentially  on  their  own. 

•  ROOM  SPACE  -  You  may  wish  to  arrange  for  several  different  locations  where 
these  interviews  can  be  conducted. 

•  VIDEOTAPING  -  If  feasible,  videotaping  of  the  exercise  would  be  beneficial. 
Arrangements  would  have  to  be  made  for  equipment  and  the  operation  of  the 
equipment. 


Role  Player  Guides: 

1-1  Interviewer  -  Case  Special  Agent 

1-2  Interviewer  Assistant/Recorder 

1-3  Interviewee  -  Kelly  Host- Auto  Dealer 

Sales  Invoice,  2  Receipts,  and  2  Deposit  Slips  -  Sherman  Hunter. 
Sales  Invoice,  2  Receipts,  and  2  Deposit  Slips  -  Sandy  Jumper. 

1-4  Interview  Administrator/Evaluator 
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Roie  Player  Guide  #1-1  Sherman  Hunter  Case 

Interviewer  -  Case  Special  Agent 


Situation 

You  are  assigned  as  the  investigator  doing  an  investigation  of  Sherman  Hunter,  624 
Vandy  Street,  Indianola,  Iowa.  A  check  with  the  Department  of  Motor  Vehicles  indicates 
Hunter  purchased  a  1991  Nissan  300ZX  from  Mid-Valley  Motors,  1625  Clermont, 
Indianola,  Iowa  in  1991. 

You  are  required  to  conduct  an  interview  with  a  responsible  official  of  Mid-Valley  Motors 
concerning  the  purchase  by  Hunter.  The  purpose  of  the  interview  is  to  obtain 
documentation  and  information  regarding  personal  expenditures  by  Hunter. 

Directions: 

•  Plan  the  interview  with  the  assistant  interviewer. 

•  Conduct  the  interview 
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Role  Player  Guide  #1-2 


Sherman  Hunter  Case 


Interviewer  Assistant/Recorder 


Situation 

You  are  assigned  as  an  assistant  to  the  investigator  doing  an  investigation  of  Sherman 
Hunter.  (See  Role  Player  Guide  #1-1,  Sherman  Hunter  Case.) 

You  are  required  to  assist  the  chief  special  agent  in  an  interview  with  a  responsible  official 
of  Mid-Valley  Motors  concerning  the  purchase  by  Hunter.  The  purpose  of  the  interview 
is  to  obtain  documentation  and  Information  regarding  personal  expenditures  by  Hunter. 


•  Plan  the  interview  with  the  interviewer. 

•  Record  the  interview  results.  Choose  the  format  most  appropriate  for  this  type  of 
investigation.  The  Student  Workbook  contains  materials  that  will  be  helpful. 


Directions: 
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Role  Player  Guide  #1-3 

Interviewee  -  Kelly  Host  (Auto  Dealer) 

Situation 


Sherman  Hunter  Case 


You  are  the  sales  manager  of  Mid-Valley  Motors,  1625  Clernnont  Street,  Indianola,  Iowa. 
You  will  be  interviewed  by  a  student  seeking  infornnation  and  docunnents  relative  to  the 
purchase  of  two  vehicles.  Your  nanne  is  Kelly  Host. 

Demeanor 

You  will  deal  with  the  agent  In  a  cooperative  manner.  However,  you  will  not  volunteer 
any  information.  You  will  provide  copies  of  any  documents  requested  by  the  student  (only 
if  requested). 

Facts  You  Need  To  Know 

1.  Mid-Valley  Motors  is  a  Nissan  dealership. 

2.  You  sold  a  300ZX  to  Sherman  Hunter  on  4/6/91 . 

3.  Hunter's  trade-in  was  a  1987  Pontiac  Grand  Am  Iowa  Lie.  #  PRQ777. 

4.  The  balance  of  the  purchase  price  was  paid  for  with  a  check  from  the  Central 
Credit  Union.  The  check  was  made  out  to  Hunter  and  Mid-Valley  Motors. 

5.  Relative  to  the  4/6/91  sale  to  Hunter,  you  have  the  following  documents:  sales 
invoice,  two  receipts,  and  two  deposit  slips.  You  should  review  these  documents 
prior  to  being  interviewed. 

6.  If  the  student  asks  about  any  other  transactions  with  Hunter,  you  will  become  very 
nervous.  The  reason  for  the  nervousness  is  you  heard  the  IRS  requires 
businesses  to  file  some  kind  of  form  if  they  receive  more  than  $10,000  in  cash 
during  a  transaction.  You  have  never  filed  one  of  these  forms  with  the  IRS  even 
though  you  heard  the  penalty  would  be  large  if  you  got  caught.  In  June  1991, 
Hunter  paid  you  over  $30,000  in  cash  for  a  300ZX  you  sold  to  Sandy  Jumper. 

7.  Relative  to  the  6/20/91  sale  to  Sandy  Jumper,  you'have  the  following  documents: 
sales  invoice,  two  receipts,  and  two  deposit  slips.  You  should  review  these 
documents  prior  to  being  interviewed. 

8.  You  do  not  know  what  the  relationship  between  Jumper  and  Hunter  is.  However, 
Jumper  is  a  very  attractive  woman  and  Hunter  was  very  attentive  to  her  desires. 

NOTES:       DO  NOT  ALLOW  INTERVIEWER  TO  SEE  DOCUMENTS  BEFORE 
INTERVIEW. 
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Role  Play  #1    Sherman  Hunter  Case 
A9  5     Chapter  9  Planning.  Conducting.  &  Recording  an  Interview 


Instructor  Guide 


Sales  Invoice  (Sherman  Hunter) 


O^id-VaCCey  ^Motors 
162S  Clermont  Street 
IruGanoCa,  loufa 


'Date  of  Sale:  4/6/91 

So[d  to:    Sfurman  0{unter 
624  'Uandy  Strut 
lndiano(a,  IS\ 

'Description  of  Motor  "Uefiide 

Terms  of  Contract 
•Paid  in  TuU 

Makg^:  0\^san 

fear:  1991 

Model:  300ZX 

Serid  #:  91L5305965 

'Body  Sty:        2  door 

9^uf/11sed:  'Hi'uf 

Trade-In:         Tontiac  grand  Am 

Optional  'Equipment 

"Base  Trice  of  Car  Transportation 

$30,500.00 

Optimal  'Equipment 

2,500.00 

'Description  '2rice 

500.00 

iMr  Conditioner  $1,000.00 

$33,500.00 

!A9^{/T<M  Cassette  500.00 

All  other  cfiarges: 

Sunroof  900.00 

Title  or  sales  ta^c  $500.00 

'Ttoor  <Mats  100.00 

'Rggistration  100.00 

'Totd:  $2,500.00 

600.00 

'^{(itc:    'Mad  tittc  to: 

CASOl  SAL-ES  'PRICE 

$34,100.00 

Indian-ota  Cen  tral  Credit 

'DT.TOSIT 

1,100.00 

Union 

CAS91 07i  'DELl']/E'ROr 

28,000.00 

325  Main  Street 

TRA'DE-IVi  ALLCm^A9\^ 

5,000.00 

Indianota,  lA 

iXfOICE  #120-91 
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Role  Play  #1  -  Sherman  Hunter  Case 
A9-6     Chapter  9:  Planning,  Conducting,  &  Recording  an  Interview 


Instructor  Guide 


Deposit  Slip  #1  (Sherman  Hunter) 


-.1        "  1  nor-. 

I"EI'  '  >  I  Till  aITH 

I-IZ  FVvEJT 

-'.'ALL.EY  MCTORS 


4/1  19  91 


.njRFE::-.":'  Sndtft 

500 

00 

J.'  ^  V 

?  ~  1 

C" 

a  a- 
i  c 

SnutH 

I 

3500 

00 

'Bactus 

2 

500 

00 

tMunUr 

3 

1100 

00 

4 

5 

5600 

00 
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Role  Play  #1    Sherman  Hunter  Case 
A9  7     Chaptnr  9  Planning,  Conducting.  &  Rocording  an  Interview 


Instructor  Guide 


Deposit  Slip  #2  (Sherman  Hunter) 


Book  No . 

If  Savings 

DEPOSITED  WITH 

NORWEST 
MID -VALLEY  MOTORS 

91 

Address 

4/1  19 

CURRENCY 

DOLLARS 

I'ENTS 

COIN 

CHECKS  AS  FOLLOWS 

List  name  or  number 
of  bank  on  which 
checks  are  drawn. 

Sufanson 

I 

7S40 

00 

'Edivin 

Z 

82S0 

00 

^Hunter 

3 

28,000 

00 

Qtutu 

4 

300 

00 

S 

TOTAL 

44,090 

00 

NUMBER  OF  CHECKS 

4 
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Role  Play  #1  -  Sherman  Hunter  Case 
A9-8     Chapter  9:  Planning,  Conducting,  &  Recording  an  hterview 


Instructor  Guide 


Scdes  'Kg.cdpts  (SHennan  'Munter) 


4/1  19  91 

^prUl     19  91 

TO    SHerman  ^Hunter 

RECEIVED  OF    SfUrman  9{u.nter 
"Eleven  hundred  and  %o  DOLLARS 

FOR  'ML53059b5 

(300ZX) 

TOTAL  DUE 

$ 

29,100.00 

PAID 

c 

1,100.00 

BAL .  DUE 

$ 

28,000.00 

$    1100.00                      S.  C.  Green 

4/1  19  91 

^pril  1     19  91 

RECEIVED  OF    Sfierman  9{unter 
Twentu  eiftht  thousand  &  %o  DOLLARS 

TO    Sfurman  Haunter 

FOR  •XL53059b5 
(300ZX) 

$    28,000.00                    S.  C.  Green 

TOTAL  DUE     $  28,000.00 
PAID               $  28,000.00 
BAL.    DUE       $  0- 
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Role  Play  #1    Sherman  Hunter  Case 
A9  9     Chapter  9.  Planning,  Conducting,  &  Recording  an  Interview 


Instructor  Guide 


Sales  Invoice  (Sandy  Jumper) 


^^id-l/atUy  ^Motors 

1625  CUrmont  Street 
InSanoCa,  Iowa 


'Date  of  Sak:  6/20/91 

SoCd  to:    Sanay  Jumper 
500  Men  Street 
Apt.  50 
IndiuTwCa,  I!A 

(Description  of  ^otor  Vekick 

Terms  of  Contract 
'Faidin  fulf 

MoKf:  9iQssan 
year:  1991 
!Mode[:  300ZX 
Serid  #:  9{LS30-5982 
'Body  Sty:        2  door 
^T^/llsed:  "H^u) 
Trade- In:  'Hgne 

Optional  'Equipment 

'Base  '£rice  of  Car  Transportation 

$30,500.00 

Optional  'Equipment 

2,000.00 

'Description  'FHce 

500.00 

Mr  Conditioner  $1,000.00 

$33,000.00 

Sinti-Locli'Brakfs  500.00 

M  other  charges: 

mf/T'M  Cassette  500.00 

Titte  or  sales  ta^c  $500.00 

ratal:  $2,000.00 

'Rsgistration  100.00 

600.00 

OASOi  SfiLCES  'WCE 

$33,600.00 

'DE'WSIT 

500.00 

a\SO<  OOfDELII^KCf 

33,100.00 

I^^CyOICE  4t229-91 
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Role  Play  #1  -  Sherman  Hunter  Case 
A9-10    Chapter  9:  Planning,  Conducting,  &  Recording  an  interview 


Instructor  Guide 


Sales  Receipts  (Sandy  Jumper) 


6/J8  L9  91 

June  18     19  91 

RECEIVED  OF    Sandu  Jumper 
7ive  hundred  &  %«  DOLLARS 

TO    Sandu  Jumper 

FOR  (9{L550-5982) 

imzx) 

TOTAL  DUE     $  33,600.00 
PAID              $  500.00 
BAL.    DUE       $  31,100.00 

$    500.00                        S.  C.  Green 

6/20  1 9  91 
TO    Sandu  lumper 

June  20     1 9  91 

RECEIVED  OF    Sandu  Jumper 
Thirtu  three  thousand  one-hundred  &  %o  DOLLARS 

FOR  C}[L530-5982} 
(300ZX} 

TOTAL  DUE     $  33,100.00 
PAID              $  33,100.00 
BAL.    DUE       $  0- 

$    33,100.00                    S.  C.  Green 
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Role  Play  #1  ■  Sherman  Hunter  Case 
A9  H    Chapter  9  Planning,  Conducting,  &  Recording  an  Interview 


Instructor  Guide 


Deposit  Slip  #1  (Sandy  Jumper) 


Book  No . 

If  Savings 

DEPOSITED  WITH 

NORWEST 
MID -VALLEY  MOTORS 

91 

Address 

6/18  19 

CURRENCY       Jumper  500.00 
'Bergman  1,000.00 

1500 

•E.'.-T.- 

00 

COIN 

CHECKS  AS  FOLLOWS 

List  name  or  number 
of  bank  on  v;hich 
checks  are  drawn. 

CarUr 

i 

10050 

00 

UpmM 

z 

500 

00 

3 

4 

5 

TOTAL 

12,050 

00 

NUMBER  OF  CHECKS 

2 

Financial  Investigations 


675 

Role  Play  #1  ■  Sherman  Huntor  CasR 
A9-12    Chapter  9:  Planning,  Conducting,  &  Recording  an  Interview 


Instructor  Guide 


Deposit  Slip  #2  (Sandy  Jumper) 


Book  No . 

If  Savings 

DEPOSITED  WITH 

MORWEST 
MID-VALLEY  MOTORS 

_91 

Address 

6/20  19 

CURRENCY       Jumper  500.00 

33,100 

00 

COIN 

CHECKS  AS  FOLLOWS 

List  name  or  nuiriber 
of  bank  on  v;hich 
checks  are  dra\\m. 

1 

8,955 

50 

Tuborg 

2 

200 

00 

3 

4 

5 

TOTAL 

42,255 

50 

NUMBER  OF  CHECKS 

Z 
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Role  Play  #1  -  Sherman  Hunter  Case 
A9  13    Chapter  9.  Planning,  Conducting,  &  Recording  an  Interview 


Instructor  Guide 


Role  Player  Guide  #1-4 
Interview  Administrator/Evaluator 


Sherman  Hunter  Case 


Notes: 

•  Interviewer  is  unaware  that  the  subject  under  investigation  also  purchased  a 
300ZX  during  that  year  for  an  acquaintance. 

•  Tell  the  interviewer  before  he/she  begins  the  interview  that  an  appointment  has 
been  made  with  the  individual  to  be  interviewed. 

•  Allow  interviewer  and  interviewee  time  to  prepare  for  the  interview  session 
before  beginning. 

•  Allow  interviewer's  assistant  time  to  prepare  record  of  interview  before 
evaluating  session. 

Evaluation  Criteria: 

S  =  Satisfactory 

N  =  Needs  Improvement 


ITEM 

S 

N 

COMMENTS 

Prepared  interview  outline 

Opened  interview  with-- 
Introductions 
Purpose  of  interview 

Controlled  interview  -- 

•  Kept  interviewee  on  track 

•  Was  not  "pumped"  for 
information  by  friendly 
witness 

•  Did  not  threaten  witness 

•  Remained  in  control  with 
hostile  witness 

Used  specific,  simple  and  positively 
phrased  questions 

Met  the  objectives  of  the  interview-- 
"Obtained  documentation  and 
information  regarding 
personal  expenditures  by 
Hunter" 

Recorded  interview  accurately-- 

•  Selected  format  to  fit 
situation 

•  Provided  details  accurately 
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Role  Play  #1    Sherman  Hunter  Case 
A9-14    Chapter  9  Planning.  Conducting.  &  Recording  an  Interview 


Instructor  Guide 


ROLE  PLAY  #2 
WILLIAM  GROOM  CASE 


Notes  to  the  Instructor: 


Inform  students  that  the  role-playing  exercise  is  a  third-par; '  interview.  A  person 
who  has  knowledge  related  to  the  case  under  investigation-not  the  individual 
under  investigation-is  being  interviewed. 

Organize  students  into  groups  of  four.  Have  individuals  in  each  group  assume  the 
following  roles: 

Special  Agent  Interviewer 
Interviewer  Assistant/Recorder 

Interviewee  (Person  being  interviewed)  -  Terry  Groom  (Contractor) 
Interview  Administrator/Evaluator 


•  Distribute  copies  of  the  role  playing  guides  for  each  individual  in  the  group.  The 
students  wili  be  conducting  this  practice  exercise  essentially  on  their  own. 

•  ROOM  SPACE  -  You  may  wish  to  arrange  for  several  different  locations  where 
these  interviews  can  be  conducted. 

•  VIDEOTAPING  -  If  feasible,  videotaping  of  the  exercise  would  be  beneficial. 
Arrangements  would  have  to  be  made  for  equipment  and  the  operation  of  the 
equipment. 


Role  Player  Guides: 

2-1  Interviewer  -  Case  Special  Agent 

2-2  Interviewer  Assistant/Recorder 

2-3  Interviewee  -  Terry  Groom  Contractor 

1990  Statement  of  Payments  and  five  canceled  checks 

1991  Statement  of  Payments  and  five  canceled  checks 

2-4  Interview  Administrator/Evaluator 
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Role  Play  #2  •  William  Groom  Case 
A9  15  Chapter  9.  Planning.  Conducting,  and  Recording  an  Interview 


Instmctor  Guide 


Role  Player  Guide  #2-1  William  Groom  Case 

Interviewer  -  Case  Special  Agent 


Situation 

This  case  originated  with  information  from  an  agent  doing  a  corporate  audit  of  the  tax 
returns  of  Rancher,  Inc.,  a  general  contractor.  The  agent  discovered  payments  from 
Rancher  Inc.,  owned  by  Terry  Groom,  to  Danville  Drywall  Co.,  owned  by  William  Groom. 
Terry  Groom  told  the  agent  that  William,  who  is  his  brother,  did  all  his  drywall  business. 
The  agent  attempted  to  verify  some  of  the  payments  to  Danville  Drywall  and  found 
William  Groom  very  evasive.  The  agent  ordered  a  transcript  and  found  that  William  had 
not  filed  returns  for  1990  and  1991. 

The  agent  evaluating  the  information  discovered  that  Rancher,  Inc.  was  only  one  of 
several  contractors  from  which  William  Groom  subcontracted  drywall  work.  Prior  years" 
returns  reveal  that  Danville  Drywall  is  a  sole  proprietorship  owned  by  William  Groom  and 
that  he  reported  substantial  amounts  of  income  in  those  years. 

You  have  been  assigned  as  the  special  agent  to  the  case.  William  Groom  has  already 
been  contacted  and  refused  to  talk  to  you  after  being  advised  of  his  rights.  Terry  Groom 
was  contacted  for  the  purpose  of  obtaining  documentation  of  the  payments  to  Danville 
Drywall.  Terry  Groom  was  very  uncooperative;  therefore,  Groom  was  issued  a  summons 
for  his  records  and  testimony.  You  are  to  interview  him  at  Terry  Groom's  place  of 
business,  Rancher,  Inc. 

Directions: 

•  Plan  the  interview  with  the  assistant  interviewer 

•  Conduct  the  interview 
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Role  Play  #2  •  William  Groom  Casp 
A9  16  Chapter  9;  Planning.  Conducting,  and  Recording  an  Interview 


Instructor  Guide 


Role  Player  Guide  #2-2  William  Groom  Case 

Interviewer  Assistant/Recorder 


Situation 

You  are  assigned  as  an  assistant  in  the  investigation  of  William  Groom.  (See  Role  Player 
Guide  #2-1,  William  Groom  Case) 

The  purpose  of  the  interview  is  to  obtain  documentation  and  information  regarding 
payments  made  to  Danville  Drywall  Company. 

Directions: 

•  Plan  the  interview  with  the  interviewer. 

•  Record  the  interview  results.  Choose  the  format  most  appropriate  for  this  type  of 
investigation.  The  Student  Workbook  contains  materials  that  will  be  helpful. 
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Role  Play  #2  ■  William  Groom  Case 
A9-17  Chapter  9.  Planning,  Conducting,  and  Recording  an  Interview 


Instructor  Guide 


Role  Player  Guide  #2-3  William  Groom  Case 

Interviewee  -  Terry  Groom  (Contractor) 


Situation 

You  are  to  play  the  owner  of  a  general  contracting  firm,  Rancher,  Inc.,  in  Danville,  Iowa. 
Your  name  is  Terry  Groom. 

An  IRS  Special  Agent  will  interview  you  to  determine  the  income  you  paid  to  Danville 
Drywall  Company.  This  company  is  your  brother's  business.  The  interview  is  being 
conducted  at  your  office  on  the  due  date  of  a  summons  issued  to  you.  You  originally 
refused  to  talk  to  the  agent  who  then  issued  the  summons.  You  have  decided  to  comply 
with  the  summons. 

Demeanor 

You  are  allowing  the  agent  to  interview  you  only  because  he/she  issued  a  summons 
requiring  your  testimony.  You  are  resentful  and  uncooperative  although  you  will  provide 
the  agent  with  requested  documents. 

Facts  You  Need  To  Know 

1 .  In  June  1989,  you  were  audited  by  the  Internal  Revenue  Service  and  the  Revenue 
Agent  proposed  several  minor  increases  to  your  taxable  income.  You  consider 
yourself  an  honest  taxpayer  and  feel  the  Revenue  Agent  was  unreasonable  when 
he  proposed  the  adjustments. 

2.  Your  brother,  William  Groom,  is  a  drywall  contractor.  You  build  five  "speculation" 
houses  each  year  and  subcontract  the  drywall  work  to  your  brother  (doing 
business  as  Danville  Drywall  Company). 

3.  During  the  IRS  audit  the  Revenue  Agent  questioned  you  about  Danville  Drywall 
Company,  and  you  told  the  agent  this  was  your  brother's  business. 

4.  You  paid  Danville  Drywall  Company  with  one  check  at  the  completion  of  each  job. 
You  also  maintain  a  ledger  sheet  for  each  subcontractor.  The  check  and  the 
amount  of  each  check  is  posted  to  this  ledger  sheet. 

5.  You  will  provide  the  Special  Agent  with  photocopies  of  the  following  (if  requested): 

a.  1 990  Statement  of  payments  to  Danville  Drywall  Company 

b.  Five  canceled  checks  -  1 990 

c.  1991  Statement  of  payments  to  Danville  Drywall  Company 

d.  Five  canceled  checks  - 1991 
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Role  Play  #2  •  William  Groom  Casp 
A9-18  Chapter  9.  Planning.  Conducting,  and  Recording  an  Inten/ipw 


Instructor  Guide 


6.  You  know  that  your  brother  subcontracts  for  other  contractors  in  the  area  as  well. 
Sorters  Building  Co.  is  the  only  one  you  remember.  You  have  discussed  the  IRS 
contact  with  your  brother  but  do  not  know  why  the  IRS  is  investigating  him. 

7.  Rancher,  Inc.  does  not  provide  any  material,  tools  or  labor  to  Danville  Drywall 
Company. 
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Role  Play  #2  •  William  Groom  Case 
A9-19  Chapter  9;  Planning.  Conducting,  and  Recording  an  Interview 


Instructor  Guide 


Statement  of  Payments  (1 990) 


1 1 IM 

RANCHER,  INC. 

YEAR  1990 

Sub-Contractor:      Danville  Drywall  Co. 

Danville,  lA 

Date 

CK# 

Job  No. 
Remarks 

Amount 

2/6/90 

874 

90-1 1 5 

$13,650.00 

5/18/90 

911 

90-0161 

14,500.00 

6/10/90 

977 

90-0242 

13,890.00 

9/11/90 

1007 

90-0397  . 

13,950.00 

11/24/90 

1099 

90-041 1 
TOTAL 

14,300.00 
$70,290.00 
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Role  Play  #2  •  William  Groom  Case 
A9-20  Chapter  9:  Planning.  Conducting,  and  Recording  an  Interview 


Instructor  Guide 


Canceled  Check  #1  (1990) 


Rancher.  Inc. 
4lJH^         300  Mam  btreet 
Baker.  Iowa 

No.  874 
Date  'feSruaru  6  ^990 

DAV  Tn  Tup 

I   '.\J  nC 

ORDER  OF  'Danville  Drmi'ail 

$  13,650.'' 

thirteen  thousand  si\  hundred  ftftu  and  no/00 

DOLLARS 

WELLS  BANK 
Baker,  Iowa 

Memo 

'Terru  C^room 

1  -.0759 1 1 205  |:  0|  1 1  035    3906|  |  |  9789 

1' 000 13650001' 

fc 


in 

o 

5^ 

o 
o 

o 

p 

o 
a-> 

'^r 

UJ 

:^ 

o 

o 

u. 

_i  at  (D 

nzn 

m 

LU 

AID  BY 
EDERA 
URBAN 
311-002 

« 

u_ 

1 

a 

U.  CD  o 
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Role  Play  #2   William  Groom  Case 
A9  21  Chnpti^r  9  Planning  Conducting,  and  Recording  an  Interview 


Instructor  Guide 


Canceled  Check  #2  (1990) 


Ranchfir  Inr 

1  iCIl  Iwl  Id  1  II 

jdak        300  Main  Street 
' "             Baker,  Iowa 

Mo  911 

.911 

Date  Man  18  1950 

PAY  TO  THE 

ORDER  OF  (DanvUCe  (DrutuaU 
fourteen  tfwusand  five  hundred,  and  no/00 

$  14,500r- 

DOLLARS 

WELLS  BANK 
Baker,  Iowa 

Memo 

lem/  Groom 

1 :07591 1205  |:  Oil  1  035    3906| |  |  9789 

1 '00014500001' 
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Role  Play  #2  -  William  Groom  Case 
A9-22  Chapter  9:  Planning,  Conducting,  and  Recording  an  Interview 


Instructor  Guide 


Canceled  Check  #3  (IWO) 


Rancher.  Inc.  No.  977 

300  Main  Street 

Baker.  Iowa  Date  "June  10  1950 


^^J^         300  Main  Street 


ORDER  OF  'Danville  'DnjwalJ  $  13,890.-- 

tfiirtecn  tfiousand  eicjfit  Hundred  ninety  and  no/00  dollars 

WELLS  BANK 
Baker,  Iowa 

Memo   Terry  Groom  

I  :0759 1 1 205  |;  0|  1 1  035  3906|  |  |    9789  | '  0001 389000| ' 


O 

in 

T— 

o 

5^ 

O 

CD 

O 

CD 

.  ^ 

o 
cn 

^ 

b 

CQ  ~  4, 

Mia! 

c, 

PAID  BY 
FEDERA 
BURBAN 
0311-002 

for 

6S6 
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Instructor  Guide 


Canceled  Check  #4  (1990) 


Rancher  Inc 
j^lk        300  Main  Street 
Baker,  Iowa 

No.  1007 
Date  oe-pt  11  1950 

PAY  TO  THE 

OBOEBOF  'DativUU  DrutvatC 
tfiirteen  thousand,  mm  fmndrecC  Hfty  and  no/00 

WELLS  BANK 
Baker,  Iowa 

$  13,950r- 

OOLLARS 

Memo 

Tern/  Groom 

1 :0759 112051  Oil  1  035    3906|||  9789 

1 '00013950001' 

o 

o 

o 

o 
cn 

^7 

o 

w 

lO 


o 

cn 

UJ 

(0 


ID  i 
_J  £  (O 

l£  ^  O 
^  lU  DO  I 

Q  Q  cc  i: 

<  lu  3  m 
Q.  u.  m  o 


687 


Financial  Investigations 


Role  Play  #2  -  William  Groom  Case 
A9-24  Chapter  9:  Planning,  Conducting,  and  Recording  an  Interview 


Instructor  Guide 


Canceled  Check  #5  (1990) 


Rancher,  Inc.  No.  1099 

300  Main  Street 

Baker,  Iowa  Date  9{ov  24  1950 


PAY  TO  THE 

ORDER  OF  Danvitte  "DnizualT 


$  14. 300 r- 


fouTteen  thousand  three  hundred  and,  no/00  dollars 

WELLS  BANK 
Baker,  Iowa 


Memo 


1 :075911205  |:  0|  1 1  035    3906||  |  9789 


Terru  Groom 


I' 0001 4300001 1 


CD 


to 

CM 


o 
o 
o 

o 


o 

CO 

o 
cn 

b 
z 


CQ 


-J  £  (O 
>.  <  Z  CM 

_   QJ  CO  I 

Q  Q  oc 
<  ui  3  n 

CL  LL  m  o 
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A9-25  Chapter  9  Planning,  Conducting,  and  Recording  an  Interview 


Instructor  Guide 


Statement  of  Payments  (1991) 


RANCHER,  INC. 

YEAR  1991 

Sub-Contractor:      Danville  Drywall  Co. 

Danville,  lA 

Date 

CK# 

Job  No. 
Remarks 

Amount 

1/5/91 

1103 

91-005 

$14,150.00 

4/19/91 

1278 

91-116 

14,350.00 

6/12/91 

1394 

91-131 

14,280.00 

9/5/91 

1502 

91-317 

13,900.00 

10/31/91 

1583 

91-389 
TOTAL 

14,050.00 
$70,730.00 
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Canceled  Check  #1  (1991) 


Rancher,  Inc.  No.  1103 

300  Main  Street 

Baker,  Iowa  Date  "Jan  5       199 J 


PAY  TO  THE 

ORDER  OF  CDanviCCe  lyruioaU  $  14,150.-- 

fouTtecti  tfionsatid  one  fmndred  fifty  and  no/00  dollars 

WELLS  BANK 
Baker,  Iowa 

Memo   Tern/  Groom  

I  -.0759 1 1 205  |:  0|  1 1  035  3906|  |  |   9789  |  *  0001 41 5000|  * 


CD 
CO 


O 
O 
O 


CO 

< 

-3 


CO  ~ 

>  <  Z  CM 

mc<§ 

Q  2  ^ 
S  Q  CC  ^ 

^  fn 


< 

Q. 


UJ  3 
U.  ffi 


CO 

o 
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Role  Play  #2  -  William  Groom  Case 
A9-27  Chapter  9  Planning,  Conducting,  and  Recording  an  Interview 


Instructor  Guide 


Canceled  Check  #2  (1991) 


Rancher,  Inc.  No.  1278 

300  Main  Street 

Baker,  Iowa  Date  Slprif  19  ^991 


PAY  TO  THE 

ORDER  OF  'DanviCCe  CE>ryzval[ 


$  14,350. 


fourteen  tfiousand  tkrez  kundred  fifty  and  no/00  dollars 

WELLS  BANK 
Baker,  Iowa 


Memo 


l^erru  Groom 


|:075911205  |:  0|||035    3906|||  9789 


1*00014350001' 


Q  Fin.nncial  Investigations 

ERIC 

UMMmnmmm 


691 


Role  Play  #2  ■  William  Groom  Casp 
A9  28  Chapters  Planning,  Conducting,  and  Recording  an  Interview 


Instaictor  Guide 


Canceled  Check  #3  (1991) 


Rancher,  Inc.  No.  1394 

300  Main  Street 

Baker,  Iowa  Date  June  19  ^991 


PAY  TO  THE 

ORDER  OF  (DanvUU  'Druiuatt  $  14,280. 

fourteen  thousand  two  hundred  eifdtv  and  no/00  dollars 

WELLS  BANK 
Baker,  Iowa 

Memo   Tern/  Groom 

1:075911205  I  Oil  I  035    3906|  |  |   9789  | "00014280001  • 


00 
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Role  Play  #2  ■  William  Groom  Case 
A9-29  Chapter  9  Planning  Conducting,  and  Recording  an  Interview 


Instructor  Guide 


Canceled  Check  #4  (1991) 


Rancher,  Inc. 
I^llk        300  Main  Street 
Baker,  Iowa 

No.  1502 
Date  ^^pt  D  \\jyi 

PAY  TO  THE 

ORDER  OF  'VanviCCe  (DruzvcUC 

$  13,900."' 

tfdrteen  thousand  nine  fmndred  and  no/00 

DOLLARS 

WELLS  BANK 
Baker,  Iowa 

Memo 

Terry  Groom 

1  :0759 11205  1  Oil  1  035    3906|  |  |  9789 

1*00013900001* 

woo 

o 
o 

o 

?s 

o 

g> 

LLI 

"S 

s 

a, 

•O 
r-^ 

CO 

_J  »  U3 

ffi  cc  <  S 

c 

§ 

r-^ 
r-^ 

PAID 
FEDE 
BURB 
0311-1 
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Instructor  Guide 


Canceled  Check  #5  (1991) 


Rancher,  Inc.  No.  1583 

300  Main  Street 

Baker,  Iowa  Date  Oct  31  19Si 


PAY  TO  THE 

ORDER  OF  'DanvilCe  DruzvcdC 


fourteen  tfiotisand  fifty  and  no/00 


WELLS  BANK 
Baker,  Iowa 


Memo 


I  :075911205  |:  0|  1 1  035    3906|  i  |  9789 


$  14,050r- 


DOLLARS 


Tern/  Groom 


I  "00014050001 


O 

in 

o 
o 

b 

cn 

CM 

•o 

z 

CO  "  i 
_1  it  to 

NOV 

LLLL 

PAJD  BY 
FEDERAI 
BURBAN 
0311-002 

wv  ■  I  WW** 
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Role  Play  #2  •  William  Groom  Case 
A9-31  Chapter  9  Planning.  Conducting,  and  Recording  an  Interview 


Instructor  Guide 


Role  Player  Guide  #2-4 
Interview  Admlnlstrator/Evaluator 


William  Groom  Case 


Notes: 

•  Tell  the  interviewer  that  Terry  Groom  is  being  interviewfed  in  compliance  with  a 
summons  issued  to  him  as  President  of  Rancher,  Inc. 

•  Allow  interviewer  and  interviewee  time  to  prepare  for  the  interview  session  before 
beginning. 

•  Allow  interviewer's  assistant  time  to  prepare  record  of  interview  before  evaluating 
session. 

Evaluation  Criteria: 

S  =  Satisfactory 

N  =  Needs  Improvement 


ITEM 

S 

N 

COMMENTS 

Prepared  interview  outline 


Opened  interview  with-- 
Int  reductions 
Purpose  of  interview 


Controlled  interview  -- 

•  Kept  interviewee  on  track 

•  Was  not  "pumped"  for 
information  by  friendly 
witness 

•  Did  not  threaten  witness 

•  Remained  in  control  with 
hostile  witness 


Used  specific,  simple  and  positively 
phrased  questions 

Met  the  objectives  of  the  interview- 
"Obtained  documentation  and 
testimony  regarding  monies  paid 
to  Danville  Drywall  Company" 

Recorded  interview  accurately- 

•  Selected  format  to  fit  situation 

•  Provided  details  accurately 
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A9  32  Chapter  9  Planning.  Conducting,  and  Recording  an  Interview 


ERIC 


Instructor  Guide 


SPECIAL  AGENT  INTERVIEW 
ROLE  PLAY 


Notes  to  Instructor: 


•  Purpose.  The  purpose  of  this  role  play  is  to  allow  students  to  perform  the  task  of 
conducting  a  financial  interview. 

•  Goal.  Students  are  to  act  as  the  financial  investigator  and  are  to  obtain 
documentation  and  testimony  from  the  witness. 

•  Guest  Field  Special  Agents/Actors/Role  Players.  To  assist  in  the  exercise,  seek 
the  assistance  of  special  agents  in  IRS.  Their  role  is  to  play  the  part  of  the 
suspected  criminal.  The  number  of  agents  needed  to  perform  the  exercise  will 
depend  upon  the  class  size.  The  more  agents/actors/role  players  available,  less 
time  will  be  required  to  complete  role  plays. 

•  Teams.  Divide  the  students  into  teams  of  two.  Team  members  are  to  act  as  the 
financial  investigators  responsible  for  conducting  the  interview  with  the  suspect. 

•  Structure.  Distribute  role  playing  guides  to  students  and  field  agents/actors/role 
players.  Establish  role  play  timeframes.  If  time  permits,  conduct  interviews  twice. 
The  first  time  instruct  the  suspect  role  players  to  use  what  ever  means  appropriate 
to  spoil  the  interview.  The  second  time  instruct  them  to  cooperate  and  provide  all 
information  but  only  when  asked  the  appropriate  information.  At  the  conclusion  of 
the  exercise  (if  time  permits),  demonstrate  the  correct  interview  techniques. 

•  Out-of-Class  Assignment  (OPTIONAL).  At  the  conclusion  of  the  interviews,  direct 
the  students  to  record  the  results  of  the  interview  and  to  bring  them  to  the  next 
class  session.  This  can  be  used  as  a  graded  exercise  (quiz).  Do  not  inform 
students  this  is  a  requirement  before  interviewing. 


Role  Player  Guides: 

1 .  Task  Force  Special  Agent  (Student  Participant) 

2.  Small  -  Criminal  Suspect  (Guest  Special  Agent/Actor/Role  Player) 
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Special  Agent  Interview 
A9-33  Chapter  9:  Planning.  Conducting,  and  Recording  an  Interview 
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Role  Player  Guide  #1  SPECIAL  AGENT  ROLE  PLAY 

TASK  FORCE  SPECIAL  AGENTS 
(Student  Participants) 


Scenario: 

You  are  assigned  as  Special  Agent  with  a  Federal  Task  Force.  You  are  working 
with  the  task  force  investigators  assigned  to  investigate  the  theft  of  government 
funds  from  a  military  installation.  A  contractor  (XYZ  Company)  has  contacted  the 
military  and  advised  them  that  they  have  not  received  payment  on  a  bill  in  the 
amount  of  $285,000.  The  military  has  provided  the  task  force  with  a  canceled 
check  in  the  amount  of  $285,000.  The  contractor  uses  a  "for  deposit  only"  stamp 
containing  the  contractor's  name.  The  canceled  check  has  a  hand-written 
endorsement  containing  the  name  of  a  corporate  officer  (Clark).  You  interview 
Clark,  who  denies  having  any  knowledge  of  the  check.  A  handwriting  analysis 
indicates  that  the  corporate  officer  did  not  endorse  the  check.  The  address  on  the 
check  is  a  P.O.  Box  that  has  no  apparent  relationship  to  the  corporation.  The 
documents  in  the  possession  of  the  military  appear  to  have  been  processed 
according  to  established  procedures,  except  that  the  voucher  used  to  prepare  the 
check  is  missing.  There  are  only  two  individuals  (Smith  and  Jones)  at  the  military 
installation  that  handle  the  processing  of  contractor  requests  for  payment.  Smith 
and  Jones  are  civilians.  Smith  received  an  honorable  discharge  and  is  a  former 
member  of  Bravo  unit,  an  elite  unit  at  the  military  installation.  Jones  has  never 
been  in  the  military.  A  supervisor  (Baxter)  approves  all  vouchers  for  payment  after 
Smith  or  Jones  prepares  the  payment  voucher.  As  part  of  the  investigation,  you 
run  across  an  application  for  the  Post  Office  Box  rental.  You  decide  to  interview 
an  individual  named  Small,  whose  name  was  on  the  application. 


Directions: 

Conduct  the  financial  interview  with  your  other  team  member. 

You  are  to  obtain  information  as  evidence  to  use  in  the  case  investigation. 

Attached  is  a  copy  of  the  Post  Office  Box  rental  form. 


FINANCIAL  INVESTIGATIONS 
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Special  Agent  Interview 
A9-34  Chapter  9'  Planning.  Conducting,  and  Recording  an  Interview 


Instructor  Guide 


POST  OFFICE  BOX  APPLICATION 


CUSTOMER:  Complete  Items,  1,  3-7 


(Item  2  for  P.O.  Use  ONLY) 


1  Name  lo  «hich  box  numberis)  is  (are)  asstgr>d<i 

XTA  Corpora  (ion 

2  Box  No 

123 

j  Nam*  of  person  makng  appHcaton  ilf  representing  an  c/gsmiation  5how  tte  3n6  nsmoi 

Robert  Small,  Operations  Officer        Mary  White  Admin  Assistant 

4  Will  this  box  be  used  for  solicrting  or  riotng  business  witn     puUic'?  'Chock  onar 

a.  □  YES        b.  □  NO 

5   Address  iNo  Street  Oty  State  and  ZIP  Code  Recwd  address  chaige  on  reverse  and  ine  out  address  beJowl 

/  SI  Street 
Cliicatio.  IL 

f  TeUflu'iu  N..  r// jfivr 

APPUCANT  please  NO  TE:  Execiitton  of  this  application  signifies  your  agreement  to 
comply  with  all  postal  rules  relative  to  Post  Office  boxes  or  caller  service. 

7  Signaljre  of  apphcanl  iSames  as  Itein  3) 

Robert  Small 

8.  Date  of  application 
July  1.  1992 

ITEMS  H-15:  TO  BE  COMPLETED  BY  POST  OFFICE 

9  Type  of  idenificalion  (f>'vef  s  kcense  mikts'y 
idenif:cabon  olher  show  tdentifv^ion  nc . 

Small  -  Dr.  License  IL  #123-56-6789 
White  -  Will  provide  later 

10  Eli96<itvlc> 
carrier-dfl^very 

□  CITY 

□  rural 

□  none 

1 1  Box  sue  needed 

Large 

1 2.  Dates  of  Service 

13.  Service  Assigned 

14.  Information  Verified 

a.  Started 

71  im 

b.  Ended 

a.  □  Post  Office  Box 

b.  □  Reserve  Number 

a.  (Initials) 
MC 

■o 

CO 


03 


=  J 

o  2 

CD  a5 


o  ^ 

O  CO 

CD  Q- 

._  CO 

O  03 

■o  iZ 

CO 

"  oJ 

CD  O 

«  s 

Q.  O 

CD  ^ 

<fl  o 

CD  CD 

</)  D- 


PS  Form  1093,  Dec.  1986 


APPLICATION  FOR  POST  OFFICE  BOX 
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Special  Agflnt  Interview 
A9  35  Chapter  9  Planning.  Conducting,  and  Recording  an  Interview 


Instructor  Guide 


Role  Player  Guide  #2  SPECIAL  AGENT  INTERVIEW 

SUSPECTED  FINANCIAL  CRIMINAL  -  SMALL 
(Guest  Field  Special  Agent/Actor/Role  Player) 

Scenario:  Background 

•  Small  served  two  years  in  the  military.  He  was  in  Bravo  Unit-the  same  unit  that 
Smith,  the  person  involved  with  the  checks  in  question,  was  in. 

•  Small  served  one  year  in  the  county  jail  for  a  drug  conviction.  White  was  also 
convicted  on  the  same  charge. 

Small  is  unemployed  and  lives  with  his  girlfriend  (Williams'  maiden  name  was 
White).  His  girlfriend's  home  was  recently  purchased  for  $200,000  and  paid  for 
with  cash.  He  stated  he  has  no  idea  where  Williams  got  the  money.  Deed  is  in 
Williams'  name. 

•  Small  drives  a  new  car  which  was  purchased  for  $60,000  cash.  The  car  belongs 
to  his  mother,  who  is  retired  and  living  on  Social  Security, 

•  Small  states  he  supports  himself  with  proceeds  from  an  inheritance  he  received 
when  his  father  passed  away. 

•  Small  banks  at  a  local  bank  and  pays  all  his  bills  by  check.  If  asked,  he  will  turn 
over  all  his  financial  records  since  he  maintains  all  his  financial  affairs  on  a 
portable  computer. 

•  Small  maintains  a  safe  deposit  box  at  the  same  bank,  but  it  only  contains  legal 
papers.  Actually,  the  safe  deposit  box  contains  $900,000. 

•  Small  will  deny  knowing  anyone  connected  to  the  conspiracy-except  for  Smith. 
Small  lives  at  1  st  Street  in  Chicago,  IL,  and  this  is  where  the  interview  takes  place. 

•  Small  deposited  the  check  in  question  to  the  business  checking  account  held  in  the 
name  of  XYZ  Corporation  at  a  local  bank. 

•  Investigators  (students)  find  out  Small's  name  and  address  from  the  P.O.  Box 
application. 

Investigators  (students)  have  not  interviewed  Smith. 
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Demeanor: 

Do  not  volunteer  information  about  the  safe  deposit  box  unless  questioned. 

Exercise  will  be  conducted  two  times: 

1st  time  -  Do  not  give  up  any  information.  Use  whatever  means  available  and 
appropnate  to  spoil  the  interview 

2nd  time  -  Provide  all  information  out  only  when  asked  the  right  questions.  (Lead  the 
students  in  the  right  path,  if  needed.) 


FINANCIAL  INVESTIGATIONS 
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Special  Agent  Interview 
A9  37  Chapter  9  Planning.  Conducting,  and  Recording  an  Interview 


Instructor  Guide 


CANCELED  CHECK  #1 


8205 


U.S.  MILITARY  e-77 

MILWAUKEE,  Wl  ^  ^ 

Sep  21  \^92 


79-1120 
759 


PAY  TOI  HE 

oKDHR  OF    XTZ  Carporatwn  $  285,000'' 

Tzvo  hundred  and  eifffity  five  thousand  doilar  &  %o  dollars 

M&I  Wauwatosa  State  Bank 
Wauwatosa,  Wisconsin  53213-1779 

MEMO       "Uoucher  #8205   US.S^ 

1 :075911205|:  0|  1 1 035    3906|  |  |   9789  | '  0028500000| ' 
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FINANCIAL  INVESTIGATIONS  A9-38  Chapter  9;  Planning,  Conducting,  and  Recording  an  Interview 


Instructor  Guide 


CANCELED  CHECK  #2 


U.S.  MILITARY  e.„ 
MILWAUKEE,  Wl 

"Dec  24  1992 

18205 

■"Mil' 

PAY  TO  THE 

ORDER  OF   XTZ  Corporation 

$  500,000'' 

'Jive  hundred  thousand  doiiar  &  %o 

DOLLARS 

M&I  Wauwatosa  State  Bank 
Wauwatosa,  Wisconsin  53213-1779 

MEMO       'Voucher  #18205 

1  :0759 11205  1  Oil  1  035  3906||| 

9789 

1' 00500000001' 

FINANCIAL  INVESTIGATIONS 
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CANCELED  CHECK  #3 


U.S.  MILITARY  6.„ 

MILWAUKEE,  Wl                                                      ^  „ 

28205 

79-1120 
759 

I'AY  TO  THE 

oRDRRoi-    XTZ  Corporation 

$  285.000'' 

Two  hundred  and  emh-tu  Hve  thousand  doilar  &  %o 

DOLLARS 

M&l  Wauwatosa  State  Bank 
Wauwatosa,  Wisconsin  53213-1779 

MEMO       Voucfur  #28205 

1  :07591 1205  |:  Oil  1  035    3906|||  9789 

1 "00285000001 • 

UJ 

cc 

UJ 
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CHAPTER  10: 

LENGTH: 

OBJECTIVES: 


INVESTIGATIVE  TECHNIQUES 


4  Hours 


State  the  importance  of  obtaining  a  valid  search 
warrant. 


Describe  the  terms  "probable  cause"  and 
"curtilage." 

State  the  purpose  of  an  affidavit. 

List  and  describe  the  types  of  information  required 
in  an  affidavit  for  a  search  warrant  for  financial 
information. 

List  the  objectives  of  undercover  operations. 

List  the  objectives  of  surveillance. 

Describe  the  different  types  of  surveillance. 

Describe  how  informants  contribute  to  an 
investigation. 

State  why  recovering  evidence  from  a  suspect's 
trash,  reading  the  covers  of  a  suspect's  mail,  and 
retrieving  evidence  from  a  computer  are  valuable 
investigative  techniques. 

List  and  describe  the  types  of  analyses  a  document 
examiner  can  perform. 

Use  link  analysis  to  show  relationships  in  an 
investigation. 
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INSTRUCTIONAL 
METHODS/ AIDS: 


ICON  LEGEND 
(Those  used  in  this  lesson  are  highlighted) 

Q&A 

.1. 

Role  Play 

Distribute  Document 

Show  Transparency 

Discussion  Period 

Use  Flip  Chart 

Do  Group  Exercise 

Refer  to  Textbook 

Use  Chalkboard 

Do  Individual  Exercise 

Chapter  1 0  -  List  of  Transparencies 


1. 

Search  Warrant 

2. 

Sample  Search  Warrant 

3. 

Undercover  Operation 

4. 

Objectives  of  Undercover  Operations 

5. 

Objectives  of  Undercover  Operations  (continued) 

6. 

Surveillance 

7. 

Objectives  of  Surveillance 

8. 

Types  of  Surveillance 

9. 

Informant 

10. 

Trash 

11. 

Mail  Covers 

12. 

Forensic  Science 

13. 

Types  of  Forensic  Science 

14. 

Computers 

15. 

Link  Analysis 
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STUDENT 
WORKBOOK: 


Chapter  1 0  -  Workbook  Contents 
Trash  Exercise 

Mary  and  John  Crook  Investigation  Exercise  -  Part  V 


INSTRUCTIONAL 
EQUIPMENT: 


Overhead  Projector 


INSTRUCTOR 
REFERENCES: 


Financial  Investigations..  A  Financial  Approach  to 
Detecting  and  Resolving  Crimes 
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Instructor  Notes 


Presentation 


Use  a  transition  statement  from 
ttie  previous  lesson. 


I. 


INTRODUCTION 


A.      Attention  Getter/Motivator 

Example:  In  the  case  of  John  and  Mary 
Crook,  as  is  in  most  investigations,  more 
than  one  technique  was  used  to  help  solve 
the  crime.  This  chapter  focuses  on  some 
of  the  "tricks  of  the  trade"  that  can  be  used 
by  financial  investigators. 


1 .  State  the  importance  of 
obtaining  a  valid  search 
warrant. 

2.  Describe  the  terms  "probable 
cause"  and  "curtilage." 

3.  State  the  purpose  of  an 
affidavit. 

4.  List  and  describe  the  types  of 
information  required  in  an 
affidavit  for  a  search  warrant 
for  financial  information. 

5.  List  the  objectives  of 
undercover  operations. 

6.  List  the  objectives  of 
surveillance. 

7.  Describe  how  informants 
contribute  to  an  investigation. 


Refer  to  the  objectives  on  pages 
263  and  264  in  tlie  textboolt. 


B. 


Objectives 
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8.  State  why  recovering 
evidence  from  a  suspect's 
trasli,  reading  the  covers  of  a 
suspect's  mail,  and  retrieving 
evidence  from  a  computer 
are  valuable  investigative 
techniques. 

9.  List  and  describe  the  types  of 
analyses  a  document 
examiner  can  perform. 

10.  Use  link  analysis  to  show 
relationships  in  an 
investigation. 


II.       SEARCH  WARRANT 

A.  Purpose 


1.  Search  Warrant 


Use  the  detinition  listed  in  the 
textbook  on  page  265. 


2.  Sample  Search  Warrant 


The  sample  of  the  Search 
Warrant  is  located  in  the 
textbook  on  page  273. 


708 


FINANCIAL  INVESTIGATIONS 


10-5 


Chapter  10.  Investigative  Techniques 


Instructor  Guide 


Instructor  Notes 


Presentation 


B.      Financial  Searcli  Warrant 
Application 

1 .  For  financial  documents  only 

2.  Prepared  by  prosecuting 
attorney  before  being 
submitted  to  judge 

3.  Executed  during  time  period 
granted  by  judge 


1 .  Probable  Cause  - 
Facts/circumstances  within 
knowledge  of  investigator  that 
are  considered  reasonable 
and  trustworthy 

2.  Requirements  for  Probable 
Cause 

a.  Must  be  current 

b.  Must  be  reasonable/ 
trustworthy  to  extent 
that  reasonable  person 


believes  crime  has 
been  committed  and 
that  evidence  sought 
exists  in  place  to  be 
searched 


Emphasize  to  the  students  that, 
whenever  in  doubt,  you  shouid 
aiways  get  a  search  warrant. 


C. 


When  Issued 
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Refer  to  the  sample  affidavit  in 
the  textbooi(  on  pages  270  and 
271. 


III.      AFFIDAVIT  AND  THE  FINANCIAL 
INVESTIGATOR 


A.  Purpose 

1.  To  convince  judge  or 
magistrate  that  probable 
cause  exists. 

2.  To  summarize  the 
investigator's  expertise  and 
the  information  gathered 
during  the  investigation. 

B.  Types  of  Information  Needed  by 
Affiant 


1 .  Affiant's  experience 

2.  Details  of  criminal  activity 

3.  Descriptions  of  places  to  be 
searched 

4.  Financial  evidence 

5.  Items  to  be  seized 

6.  Conclusions  based  on 
affiant's  experience 
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IV.      UNDERCOVER  TECHNIQUES 


A.  Definition 


3.  Undercover  Operation 


Use  the  definition  outlined  in 
tlie  textt)ool(  on  page  274. 

B.  Uses 

1 .  Long-term-Against  well- 
organized  criminal  groups  or 
sophisticated  criminal 
activities  . 

2.  Short-term--Sting  operations 


C.  Objectives 


4.  Objectives  of  Undercover 
Operations 

5.  Objectives  of  Undercover 
Operations  (continued) 

Refer  to  eacli  objective  as 
discussed.  Objectives  are  iisted 
in  tlie  textbook  on  pages  275 
and  276. 
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OPTION:  Use  a  guest  speaker  V.  SURVEILLANCE 

knowledgeable  in  the  area  of 
surveillance  teclinlques.  Have 
tlie  speaker  address  tlie  topics 
outlined  in  Section  V. 


A.  Definition 


6.  Surveillance 

Refer  to  the  definition  in  the 
textbook  on  page  277. 


B.  Objectives 


7.  Objectives  of  Surveillance 

Refer  to  each  objective  as 
discussed.  Objectives  are  listed 
on  page  277  In  the  textbook. 


C.      Types  of  Surveillance 


8.  Types  of  Surveillance 

Refer  to  explanation  in  textbook  1 .       Stationary  (or  Stakeout) 

on  page  278. 

Examples:  Sitting  in  unnfiarked  cars 
or  watching  residence-Jonathan 
Pollard  Case 

2.  Moving 

Examples:   Following  suspect  in 
vehicle,  on  foot  or  in  a  boat  or 
watching  a  vehicle  from  an  airplane 
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Electronic 

a.  Consensual 
monitoring--one  person 
involved  in  taped 
conversations  knows 
conversation  is  taped. 

b.  Must  know  state 
regulations  pertaining 
to  consensual 
monitoring. 

Examples:  Tape  recordings, 
tracking  devices 


VI.  INFORMANTS 


Definition 


9.  informant 

Refer  to  definition  in  the 
textbool(  on  page  281. 


Emphasize  to  students  to  be 
careful  when  dealing  with 
informaMs.  Determine  what 
their  motives  are  (revenge, 
money,  etc.).  inform  them  that 
a  lie  detector  test  may  be 
administered  if  necessary. 


B.      Source-people  involved  in  other 
criminal  offenses 


C.      When  Used 

Examples:  Surveillance,  consensual 
monitorings,  and  as  participants  in 
undercover  operations. 
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VII.     EVIDENCE  RECOVERED  FROM  TRASH 


10.  Trash 


A.      Provide  Leads  and  Gather  Evidence 

1 .      If  it  has  left  possession  of 

suspect  (curbside),  no  search 
warrant  needed. 


B. 


2.  Cannot  violate  suspect's 
curtilage  when  retrieving 
trash. 

Individual  or  Team  Exercise:  Trash 


Refer  students  to  Student 
Workbook  page  10-2.  Follow 
instructions  on  page  AlO-2  in 
the  Appendix  for  conducting  the 
exercise. 


OPTION:  This  exercise  could 
be  conducted  as  part  of  the 
discussion  on  evidence 
introduced  in  Chapter  3. 


VIII.    READING  MAIL  COVERS 


11.  Mail  Covers 


A.  Use  as  Evidence-Based  upon  fact 
that  a  person  cannot  attach  privacy 
to  the  outside  of  mail 


B. 


What  to  look  for 


Examples:  Names  of  banks,  credit  card 
companies,  etc. 
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OPTION:  Use  a  Forensic 
Specialist  as  a  guest  speaker. 
Provide  the  speaker  with  the 
topics  discussed  in  Sectton  IX. 


IX.     FORENSIC  SCIENCE 


A.      Role  in  Investigation 


12.  Forensic  Science 


B.  Types 


13.  Types  of  Forensic  Science 

Discuss  each  item  listed.  Items 
listed  in  textbook  on  pages  285 
through  287. 


1 .      Handwriting  analysis 


Typewriter  analysis 


3.      Alteration  analysis 


4.      Ink  analysis 


5.      Paper  analysis 


Document  restoration 
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EVIDENCE  RECOVERED  FROM 
COMPUTERS 


14.  Computers 


A.      Use  as  Evidence-Business 
transactions  performed  on 
computer. 


B. 


What  to  Look  For 


Examples:  Physical  evidence: 
handwritten  notes,  printouts,  manuals, 
sales  invoices,  photographs,  and 
fingerprints  found  in  computer  area. 
Other  evidence:  drug  dealer's  database, 
daily  operations  of  prostitute  ring,  or 
pornographer's  mailing  list. 


XI. 


PERFORMING  A  LINK  ANALYSIS 


15.  Link  Analysis 

Use  definition  in  tlie  textboolt 
on  page  287. 


Refer  to  examples  on  pages  288 
and  289  In  the  textbook. 


Definition/Purpose 


B. 


Association  Matrix 


FINANCIAL  INVESTIGATIONS 


10-13 


716 


Chapter  10:  Investigative  Techniques 


Instructor  Guide 


Instructor  Notes 


Presentation 


Q&A 


Have  students  work  together  in 
teams.  Refer  students  to  the 
Student  Workbook,  page  10-3, 
for  Mary  and  John  Crook 
Exercise.  Explain  to  the 
students  that  this  exercise  is  a 
continuatton  of  the  investigation 
started  in  Chapter  4, 6, 7,  and  8. 
Have  the  students  read  the 
exercise.  Clarify  any  questions 
before  beginning. 


C.      Group  Exercise:  Mary  and  John 
Crook  Investigation  -  Part  V 


Exercise  may  be  given  as  an 
out-of-ciass  assignment. 


Upon  completion  of  exercise, 
distribute  exercise  feedback 
sheets.  See  Appendix,  page 
A10-3.  Discuss  exercise. 


Q&A 


D.      Textbook  Review  Questions  (pages 
291  through  293) 


Have  students  complete 
questions  individually  or  work 
in  teams. 
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XII. 


SUMMARY 


Summarize  the  objectives 
addressed  in  this  chapter. 


A. 


Restate  the  Objectives 


1.  State  the  importance  of 
obtaining  a  valid  search 
warrant. 

2.  Describe  the  terms  "probable 
cause"  and  "curtilage." 

3.  State  the  purpose  of  an 
affidavit. 

4.  List  and  describe  the  types  of 
information  required  in  an 
affidavit  for  a  search  warrant 
for  financial  information. 

5.  List  the  objectives  of 
undercover  operations. 

6.  List  the  objectives  of 
surveillance. 

7.  Describe  the  different  types 
of  surveillance. 

8.  Describe  how  informants 
contribute  to  an  investigation. 

9.  State  why  recovering 
evidence  from  a  suspect's 
trash,  reading  the  covers  of  a 
suspect's  mail,  and  retrieving 
evidence  from  a  computer 
are  valuable  investigative 
techniques. 
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1  b.     List  and  describe  the  types  of 
analyses  a  document 
examiner  can  perform. 

1 1 .     Use  link  analysis  to  show 
relationships  in  an 
investigation. 

B.      Tie  In  to  Next  Chapter 

Example:  The  investigator  has  to  always 
be  aware  of  all  the  investigative  techniques 
available  to  him/her  in  order  to  "catch"  the 
financial  criminal.  One  technique  used  by 
financial  criminals  is  to  "hide  illegal  money" 
by  means  of  a  legitimate  source.  The  next 
chapter,  "Money  Launderirig  and 
Forfeitures"  discusses  this  criminal 
technique  and  what  the  investigator  needs 
to  be  aware  of. 
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TRASH  EXERCISE 


Directions  to  Instructor: 


•  Purpose.  Exercise  is  conducted  to  show  how  leads  are  obtained  from  trash. 
Emphasize  trash  is  used  mainly  to  come  up  with  questions  to  pursue  in  the 
investigation. 

•  Procedures. 

1.  Prepare  items.  Use  actual  trash  items  (approximately  15  items).  Be 
sure  all  items  have  been  sanitized  before  use.  Have  students  wear 
rubber  gloves.  Items  can  be  placed  in  brown  bags.  Include  items  that 
are  distractors. 

Evidence  Builders  Distractors 

Bank  statements  Kitty  litter 

Match  book  covers  w/inscriptions         Wadded  tissue 
Deposit  slips  Newspaper 
Maps  Junk  mail 

Notes 

Cashier  checks 
Credit  card  slips 
Insurance  policy  information 
Bills  (Invoices) 
Torn  phone  book  pages 
Western  Union  receipts 
DMV  information 
Telephone  bills 

2.  Divide  students  into  teams  of  two.  Inform  students  of  health  concerns. 
Have  them  shift  through  trash.  Set  out  evidence  tags  for  them  to  mark 
items  found.  Explain  procedures  for  marking  items. 

3.  Give  Feedback.  Have  each  team  discuss  what  they  found  to  the  class 
and  how  it  can  be  used  in  the  investigation. 
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Mary  and  John  Crook  investigation 
Feedbacl(  Sheet 


The  association  matrix  should  show  the  pattern  illustrated  below. 

The  investigator  would  be  able  to  use  the  information  to  find  out  more  about  the 
associates  of  the  Crooks.  For  instance,  suppose  upon  investigating  it  was  discovered 
that  Frank  Jones,  Jessica  Brown,  and  Harry  Black  were  frequent  drug  customers  of 
the  Crooks.  Robert  Sights  was  a  stockbroker  for  the  Crooks.  All  could  be  leads  to 
more  information. 
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LENGTH: 

OBJECTIVES: 


MONEY  LAUNDERING  AND  FORFEITURES 


1  Hour 


Distinguish  between  the  two  types  of  transaction 
systems. 

Describe  three  methods  of  moving  money  from  the 
cash  transaction  system  to  the  business  transaction 
system. 

Identify  methods  used  to  move  money  into  and  out 
of  the  United  States. 

Identify  characteristics  of  businesses  used  as 
money  laundering  fronts. 

Identify  and  interpret  money  laundering  and 
forfeiture  statutes. 

Distinguish  between  civil  and  criminal  forfeitures. 

Describe  the  factors  that  assist  an  investigator  in 
establishing  probable  cause  for  a  forfeiture 
proceeding. 


INSTRUCTIONAL 
AIDS/METHODS: 


ICON  LEGEND 
(Those  used  in  this  lesson  are  highlighted) 


Role  Play 


Distribute  Document 


Stiow  Transparency 


DiscussKjn  Period 


Use  Flip  Chart 


Do  Group  Exercise 


Refer  to  Textbook 


Use  Chalkboaril 


Do  Individual  Exercise 
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Chapter  1 1  -  List  of  Transparencies 

1 .  Transaction  Systems 

2.  Methods  of  Laundering  Funds 

3.  Laundering  Funds  Through  Legitimate  Business 

4.  Laundering  Funds  Through  Buy/Sell  Transactions 

5.  Laundering  Funds  Through  Off  Shore  Havens 

6.  Asset  Forfeitures 

7.  Categories  of  Forfeitures 

8.  Factors  Establishing  Probable  Cause  in  Forfeitures 
Investigations 


INSTRUCTIONAL 
EQUIPMENT: 


Overhead  Projector 


INSTRUCTOR 
REFERENCES: 


Financial  Investigations..  A  Financial  Approach  to 
Detecting  and  Resolving  Crimes 
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Use  a  transition  statement  from 
tlie  previous  chapter. 


I. 


INTRODUCTION 


A.      Attention  Getter/Motivator 

Example:  Financial  crimes  are  on  the 
increase.  With  this  comes  an  increase  in 
cash  flow  for  the  criminal!  What  the 
criminal  does  with  his/her  money  in  the 
form  of  money  "laundering"  is  part  of  what 
the  investigator  must  find  out.  In  addition, 
what  the  criminal  obtains  in  the  form  of 
assets  with  his/her  illegal  money  and  what 
happens  to  these  assets  are  all  part  of 
what  the  financial  investigator  becomes 
involved  with. 


1.  Distinguish  between  the  two 
types  of  transaction  systems. 

2.  Describe  three  meihods  of 
moving  money  from  the  cash 
transaction  system  to  the 
business  transaction  system. 

3.  Identify  methods  used  to 
move  money  into  and  out  of 
the  United  States. 

4.  Identify  characteristics  of 
businesses  used  as  money 
laundering  fronts. 

5.  Identify  and  interpret  money 
laundering  and  forfeiture 
statutes. 


Refer  to  the  objectives  on  pages 
295  and  296  in  the  textbook. 


B. 


Objectives 
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6.  Distinguish  between  civil  and 
criminal  forfeitures. 

7.  Describe  the  factors  that 
assist  an  investigator  in 
establishing  probable  cause 
for  a  forfeiture  proceeding. 


H.      TRANSACTION  SYSTEMS 


A.      Cash  Transaction  System 

1 .      Purpose  -  Method  of 
conducting  all  financial 
transactions  exclusively 
through  the  use  of  currency 


B.      Business  Transaction  System 
1 .      Purpose  -  Method  of 


conducting  transactions  that 
generates  a  trail  of  financial 
records  (i.e.,  checks, 
receipts,  invoices,  deeds, 
etc.) 


1.  Transaction  Systems 


Refer  to  the  advantages/ 
disadvantages  iisted  in  the 
textboolc  on  page  298. 


2. 


Advantages/disadvantages 


Refer  to  the  advantages/ 
disadvantages  listed  in  the 
textbool(  on  page  298. 


2. 


Advantages/disadvantages 
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ill. 


METHODS  OF  LAUNDERING  FUNDS 


2.  Methods  of  Laundering  Funds 


A.      Use  of  Legitimate  Business 


3.  Laundering  Funds  Througti  a 
Legitimate  Business 


Refer  to  eacli  metliod  as 
discussed. 


Use  tiie  exampies  presented  for 
tlie  Stage  One  Records  and 
Videos  Business  on  pages  299 
and  300  to  ciarify  liow 
overstating  revenue  can  be 
accompiisiied. 


1.      Overstatement  of  legitimate 
revenue 

a.  Falsifying  invoices 

b.  Generating  phony 
invoices 


G.       Inflating  the  cost  of 
goods  sold 


Refer  to  tlie  sampie  income 
statement  for  Stage  One 
Records  and  Videos  Business 
on  page  301  to  iiiustrate  how 
overstating  of  expenses  can  be 
accompiished. 


2.      Overstatement  of  legitimate 
expenses 
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Deposits  of  currency 

a.  Deposits  made  directiy 
in  legitimate  business 
account 

b.  Method  is  used  mainly 
to  transfer  illegal 
proceeds  to  business 
transaction  system 

c.  Method  leaves  person 
open  to  scrutiny  of 
investigator 

Indicators  of  money 
laundering  fronts 

a.  Deals  mainly  in  cash 

b.  Has  relatively  fixed 
costs 

c.  Is  exempt  from  bank 
currency  reporting 
requirements 


4.  Laundering  funds  through 
Buy/Sell  Transactions 


B.      Buy/Sell  Transactions  -  Using  real 
estate  or  other  personal  property 
transactions  to  hide  the  flow  of 
money 
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C.      Off  Shore  Havens 


5.  Laundering  funds  through  Off 
Stiore  Havens 


Refer  to  each  method  listed  on 
the  transparency  as  discussed. 


Refer  to  the  examples  in  the 
texttraok  on  pages  305  through 
307  used  to  illustrate  each  of 
these  methods  listed. 


1 .      Methods  of  moving  money 
out  of  the  United  States 

a.  Physical  transportation 

b.  Wire  transfer 

c.  Cashier's  check 

d.  Attorneys, 
accountants,  and 
money  managers 

e.  Brokerage  accounts 

f.  Wire  services 


Refer  to  the  examples  in  the 
textbook  on  pages  307  and  308 
used  to  illustrate  each  of  these 
methods  listed. 


Methods  of  moving  money 
into  the  United  States 

a.  Fictitious  loans 

b.  Fictitious  foreign 
investors 

c.  Finder's  fees 

d.  Corporate  salaries 

e.  Cashier's  checks  and 
wire  transfers 
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IV. 


Refer  to  the  statute  in  the 
textbook  on  page  312. 


Refer  to  the  statute  in  the 
textbook  on  page  312. 


Refer  to  the  statute  In  the 
textbook  on  page  313. 

OPTIONAL:  Use  a  U.S.  Attorney  V. 
who  specializes  in  Asset 
Forfeiture  Law  as  a  guest 
lecturer. 


6.  Asset  Forfeitures 


Presentation 


MONEY  LAUNDERING  STATUES  AND 
THEIR  APPLICATION 

Title  18  U.S.C.  §  1956,  Laundering 
of  Monetary  Instruments 


Title  18  U.S.C.  §  1957,  Engaging  in 
Monetary  Transactions  in  Property 
Derived  from  Specified  Unlawful 
Activity 


C.      Title  31  U.S.C.  §  5313,  Reports  on 
Domestic  Coins  and  Currency 
Transactions 


D.  .    Title  31  U.S.C.  §  5324,  Structuring 
Transactions  to  Evade  Reporting 
Requirement  Prohibited 


TYPES  OF  ASSET  FORFEITURES 


A.      Definition  of  Asset  Forfeitures  -  A 
legal  proceeding  initiated  by  the 
government  against  the  proceeds  of 
an  illegal  activity. 


A. 


Refer  to  the  statute  in  the 
textbook  on  page  310. 


B. 
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B.      Categories  of  Forfeitures 


1.  Criminal  and  civil  forfeitures 

2.  In  Rem  Versus  In  Personam 

a.  In  Rem  -  Against 
property 

b.  In  Personam  -  Against 
person 

3.  Facilitation  versus  Proceeds 

a.  Facilitates  - 
Significant  connection 
to  violation 

Example:  Airplane  used  to 
move  narcotics 

b.  Proceeds  -  Illegal 
funds  used  to 
purchase  assets 

Example:  Drug  money  used 
to  buy  car 


VI.      FEDERAL  FORFEITURE  STATUTES 
AND  THEIR  APPLICATION 

A.      Title  18  U.S.C.  §  981,  Civil 
Forfeiture 


7.  Categories  of  Forfeitures 


Refer  to  the  statute  in  the 
textbook  on  page  317. 
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Instructor  Guide 


Instructor  Notes 


Presentation 


B. 


Title  18  U.S.C.  §  982,  Criminal 
Forfeiture 


Refer  to  the  statute  in  the 
textbook  on  page  318. 


Title  21  U.S.C.  §  881,  Forfeitures 


Refer  to  the  statute  in  the 
textbook  on  page  318. 


VII.     FACTORS  THAT  ESTABLISH 
PROBABLE  CAUSE 


8.  Factors  Establishing  Probable 
Cause  in  Forfeitures 
investigations 
Refer  to  each  item  on 
transparency  as  discussed. 


Refer  to  the  example  in  the 
textbook  on  page  322. 


A.      Close  Proximity 


B.      Means  of  Support 


Refer  to  the  example  in  the 
textbook  on  page  323. 


C.      Pre-trial  Statement 


D.      Narcotics  Records 
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Instructor  Notes  Presentation 


Q&A 


Textbook  Review  Questions  (Pages 
324  and  325) 


Have  students  complete 
questions  individually  or  work 
in  teams. 


Viii.  SUMMARY 

A.      Restate  Objectives 

1.  Distinguish  between  the  two 
types  of  transaction  systems. 

2.  Describe  three  methods  of 
moving  money  from  the  cash 
transaction  system  to  the 
business  transaction  system. 

3.  Identify  methods  used  to 
move  money  into  and  out  of 
the  United  States. 

4.  Identify  characteristics  of 
businesses  used  as  money 
laundering  fronts. 

5.  Identify  and  interpret  money 
laundering  and  forfeiture 
statutes. 

6.  Distinguish  between  civil  and 
criminal  forfeitures. 

7.  Describe  the  factors  that 
assist  an  investigator  in 
establishing  probable  cause 

733  ^  forfeiture  proceeding. 
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TEST  AND  OUiZ  ITEM  BANK 

What  the  Test/Quiz 
Item  Bank 
Contains 

•  The  bank  includes  items  available  for  use  in 
preparing  chapter  quizzes,  a  mid-term  and  final 
examination. 

•  These  items  were  prepared  by  instructors  who 
previously  taught  the  course. 

•  The  items  used  for  the  chapter  quizzes  may  also  be 
used  in  preparing  the  course  examinations. 

•  The  items  do  not  cover  all  the  content  addressed 
in  the  course.  Additional  items  need  to  be 
oreoared  for  vour  use  and  added  to  the  bank. 

How  to  Locate 
Test/Quiz  Items  in 
the  Bank 

•  The  test/quiz  items  are  identified  and  grouped  by 
chapters. 

•  Printed  copies  of  the  items  are  available  on  the 
following  pages. 

•  A  separate  file  on  the  computer  disk  is  included  for 
each  chapter.  The  PC-based  computer  files  are 
done  in  WordPerfect  software. 

Test/Quiz  Item 
Format 

•  The  items  are  presented  in  a  variety  of  formats: 
multiple  choice,  fill-in  the  blank,  short  answer,  and 
true-false. 

•  Often,  you  will  see  the  same  question  appear  in  a 
different  format. 

Test/Quiz  Item 
Responses 

•  Each  item  is  included  with  the  correct  response. 

•  The  correct  response  is  shown  as  follows: 

Multiple  Choice                     (marked  with  *) 
Fill-in  blank/Short  answer          (phrase  in 

parentheses) 

True/False  (underlined) 
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1.  For  purposes  of  this  class,  we  have  classified  all  crimes  as  falling  into  two  groups.  The 
categories  are-- 

a.  crimes  against  God/crimes  against  man. 

b.  crimes  against  society/crimes  against  an  individual. 
*     c.    crimes  of  passion/crimes  of  greed. 

d.    crimes  against  property/crimes  against  people. 

2.  Today  the  majority  of  crimes  are  motivated  by  money. 

True     or  False 


3.  Today  the  majority  of  crimes  are  motivated  by  passion. 

True     or  False 

4.  In  our  society,  the  majority  of  all  criminal  activities  are  motivated  by  passion. 

True     or  False 


5.    To  successfully  complete  a  financial  investigation,  the  investigator  must  be  able  to 

(know)  what  the  suspect  is  doing  or  has  done;  must  find  a  way  to 

(document)   what  is  being  or  was  done,  and  must  be  able  to 

 (convince)  the  jury.  (3  points) 


The  goal  of  the  Financial  Investigation/Investigator  is  to  identify  and  document  specific 
events  related  to  the  movement  of  money  during  a  crime. 

True     or  False 


7.    The  Treasury  Department,  the  Department  of  Justice,  the  Department  of  Health  &  Human 
Services  and  the  Department  of  Defense  are  examples  of  agencies  that  are  part  of  the 
Executive  Branch  of  the  Federal  Government.  For  2  points,  the  other  two  branches  of 

the  Federal  Government  are  the  (Judicial)  Branch  (the  courts)  and 

the  (Legislative)  Branch  (the  Congress). 


ERIC 
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8.  The  Treasury  Department,  the  Department  of  Justice,  the  Department  of  Health  &  Human 
Services  and  the  Department  of  Defense  are  examples  of  agencies  that  are  part  of  this 
branch  of  the  Federal  government. 

a.    Judicial  Branch 

*  b.    Executive  Branch 

c.  Procedural  Branch 

d.  Legislative  Branch 

9.  Even  though  every  investigation  is  unique,  each  investigation  should  be  approached  in  a 
systematic  manner.  This  "systematic  manner"  is  called-- 

a.  the  scientific  method. 

b.  financial  analysis. 

c.  accounting  and  bookkeeping  procedures. 

*  d.    the  investigative  process. 

10.  Even  though  every  investigation  is  unique,  each  investigation  should  be  approached  in  a 
systematic  manner.  This  "systematic  manner"  is  the     (investigative  process) 

1 1.  By  definition,  what  is  a  financial  investigation? 

(A  financial  investigation  centers  around  the  financial  aspects  of  a  crime.  The 
investigator  attempts  to  resolve  the  crime  by  following  the  flow  of  illegal  funds.) 

12.  The  techniques  used  by  financial  investigators  radiate  from  activities  or  events  involving 
the  movement  of  people. 

True      or  False 
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CHAPTER  2 


1.  What  establishes  the  benchmark  for  society's  behavior? 

a.  Ideas 

*  b.  Laws 

c.  Crimes 

d.  All  the  above 

2.  (Laws)   establish  the  benchmark  for  society's  behavior. 

3.  "Generational  Acclimation"  involves  elders  ingraining  societal  characteristics  on  the 
young  through-- 

a.  parenting  techniques  (role  modeling/teaching,  etc.). 

b.  organized  educational  efforts  (school,  on-the-job  training). 

c.  ongoing  review/critique  of  young  by  society  leaders. 

*  d.    all  the  above. 

4.  Laws  are  intended  to  guide  or  direct  human  behavior  toward  ends  that  satisfy  the 
common  good. 

True     or  False 

5.  The  basis  for  the  American  legal  system  is  rooted  in  English  Common  Law. 

True     or  False 

6.  The  basis  for  the  American  legal  system  is  rooted  in     (English  Common  Law) 

7.  Explain  the  legal  concept  -  "common  law." 

(Common  law  is  that  form  of  law  upon  which  the  American  judicial  system  is  based,  it 
originated  in  England  prior  to  the  American  Revolution,  it  was  derived  from  uses  and 
customs.) 


737 

O  FINANCIAL  INVESTIGATIONS  Chapter  2  ■  TesVQuiz  Items 

ERIC 

ummmnmmm 


8. 


In  the  United  States,  "substantive  law"  is  composed  of- 


a.  case  law. 

b.  statutes  enacted  by  legislative  bodies. 

c.  administrative  laws. 
*     d.  all  the  above. 

e.  none  of  the  above. 


9.    Procedural  law  involves  the  manner  in  which  substantive  laws  are-- 

a.  passed  or  enacted. 

b.  administered. 

c.  enforced. 

d.  "b"  and  "c." 

*     e.    all  the  above. 


10.  Procedural  law  involves  the  manner  in  which  substantive  laws  are  passed  or  enacted, 
administered  and  enforced. 

True     or  False 


1 1.  Criminal  law  is  that  body  of  law  that  provides  remedies  tor  \  iolatioiis  of  private  rights. 

True    or  False 


12.  Criminal  law  is  that  body  of  law  that  provides  remedies  for  \  iolatioiis  committed  against 
the  state. 

True    or  False 


13.  A  crime  that  is  classified  as  "mala  prohibita"  is  considered  to  be  evil  or  immoral  in  and 
of  itself. 

True     or  False 


14.  Only  criminal  statutes,  as  opposed  to  civil  statutes,  are  derived  from  substantive  law. 

True     or  False 
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15.  Civil  law  is  that  body  of  law  that  provides  remedies  for  violations  of  private  rights. 

True     or  False 


16. 


(Civil  Law) 


is  that  body  of  law  that  provides  remedies  for 


violations  of  private  rights. 


17.  A  crime  that  is  classified  as  "mala  in  se"  is  considered  to  be  evil  or  immoral  in  and  of 
itself. 


immoral  in  and  of  itself. 

19.  One  of  the  most  common  criminal  fraud  statutes  used  by  the  financial  investigator  is 

(mail  fraud)  . 

20.  The  most  common  criminal  fraud  statute  used  by  the  financial  investigator  is-- 

a.  tax  evasion. 

b.  RICO. 

c.  perjury. 

*     d.    mail  fraud. 


21.  Within  the  context  of  this  course,  "embezzlement"  implies-- 

a.  a  fraudulent  activity. 

b.  a  breach  of  trust. 

c.  misappropriation  of  something  of  value. 

d.  "a"  and  "c." 

*     e.  all  the  above. 


True     or  False 


IX.  A  crime  that  is  classified  as  "  (mala  in  se) 


is  considered  to  be  evil  or 
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Questions  22  and  23  tied  together 


22.  "Whoever,  having  devised  or  intending  to  devise  any  scheme  or  artifice  to  defraud,  or  for 

obtaining  money  or  property  by  means  of  wire,  radio,  television  communication  and 

interstate  or  foreign  commerce  shall  be  fined  not  more  than  $250,000  or  imprisoned  not 

more  than  5  years,  or  both.  If  the  violation  affects  a  financial  institution,  such  person 
shall  not  be  fined  more  than  $1,000,000  or  imprisoned  more  than  30  years,  or  both." 

The  statute  quoted  is-- 

a.  tax  evasion 

b.  conspiracy 

c.  misappropriation  of  trust 
*     d.    wire  fraud 

23.  List  the  elements  of  the  offense  in  the  statute  quoted  in  Question  22.  HINT:  There  are  3 
elements.  (3  points) 

1 .  (Intent) 

2.  (Defraud) 

3.  (Wire) 


Questions  24  and  25  tied  together 

24.  "If  two  or  more  persons  knowingly  join  together  to  commit  any  fraudulent  offense 
against  the  United  States,  or  any  agency  thereunder,  in  any  manner  or  for  any  purpose, 
and  one  or  more  of  such  persons  do  any  act  to  affect  the  object  of  the  offense,  each  shall 
be  guilty  of  a  felony...." 

What  type  of  violation  does  this  statute  refer  to? 
(conspiracy) 

25.  What  are  the  four  (4)  elements  of  the  crime  quoted  in  Question  24? 


1. 

2. 
3. 
4. 


(Two  or  more  persons  join  together) 
(Fraudulent  act  against  U.S.  or  its  agencies) 
(Act  is  committed.) 
(Knowledge) 
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Questions  26  and  27  tied  together 

26.  "Any  person  who  willfully  attempts  in  any  manner  to  evade  or  defeat  any  tax  imposed  by 
this  title  shall  be  guilty  of  a  felony. 

What  type  of  violation  does  this  criminal  statute  refer  to? 
(tax  evasion) 

27.  List  the  "elements  of  the  crime"  for  the  statute  quoted  in  Question  26.  {Hint:  There  are 
three  (3)  elements.) 

1.  (Willfulness) 

2.  (Attempt  to  evade  or  defeat) 

3.  (Tax  due  -imposed) 
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1. 


The  American  system  of  justice  is  adversarial  in  nature. 


True 


or 


False 


2.  Describe  the  "grand  jury  system." 

(Both  parties  in  a  legal  issue  present  evidence  to  an  impartial  third  party  for  a 
determination  of  who  is  right  or  wrong  and  who  is  guilty  or  innocent.) 

3.  Under  our  system  of  justice,  a  defendant  charged  with  criminal  violation-- 

a.  has  the  right  to  be  advised  by  counsel. 

b.  is  innocent  until  proven  guilty. 

c.  must  testify  at  trial. 
*    d.  "a"  and  "b." 

e.    all  the  above. 


4.    Evidence  is     (anything)  that  bears  truth  on  the  (matter) 

(2  points) 


5.    In  a  criminal  trial,  the  Government  must  prove  its  case-- 

a.  by  clear  and  convincing  evidence. 

b.  to  a  precise  (i.e.,  mathematical)  certainty. 

c.  by  the  preponderance  of  the  evidence. 
*    d.  beyond  a  reasonable  doubt. 


6.  In  a  criminal  trial,  the  Government  must  prove  its  case     (beyond  a  reasonable  doubt)  . 

7.  "Beyond  a  reasonable  doubt"  is  a  legal  concept  which  is  defined  by  statute  at  the  federal 
level  and  through  mirroring  legislation  at  the  state  level. 


True 


or 


False 
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X.    Name  four  (4)  standards  of  proof. 


1 .  (Beyond  a  reasonable  doubt) 

2.  (Suspicious  situation) 

3.  (Clear  and  convincing  evidence) 

4.  (Preponderance  of  evidence) 

9.    To  obtain  an  indictment,  the  grand  jury  must  find  (probable  cause)  

believe  the  suspect  committed  a      (crime)  .  (2  points) 

U).  Evidence  is  distinguished  from  proof  by  the  fact  that  proof  is  the  result  or  effect  of 
evidence. 

True  or  False 

1 1.  At  trial,  the  competency  of  evidence  is  determined  by  the  jury. 

True  or  False 


12.  Evidence  which  proves  the  existence  of  the  principle  fact  without  any  inference  is-- 

a.  demand  evidence. 

b.  material  evidence. 

c.  circumstantial  evidence. 
*    d.  direct  evidence. 

e.    "a"  and  "b." 

13.  Evidence  which  proves  the  existence  of  the  principle  fact  without  any  inference  is 

(direct  evidence)  . 


14.  "Chain  of  custody"  relates  to-- 

a.  the  acquisition  of  evidence  by  the  investigator. 

b.  the  handling  of  the  evidence  by  the  investigator. 

c.  the  admissibility  of  evidence  at  the  trial. 

d.  "a"  and  "b." 

*     e.    all  the  above. 
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15.  "Hearsay"  is  that  which  does  not  come  from  the  personal  knowledge  of  the  witness,  but 
from  what  the  witness  has  "heard"  others  "say." 

True     or  False 


16.  (Hearsay)  is  that  which  does  not  come  from  the  personal 

knowledge  of  the  witness,  but  from  what  the  witness  has  "heard"  others  "say". 

17.  What  is  hearsay  evidence? 

(Evidence  which  does  not  come  from  personal  knowledge  of  the  witness  but  is  a 
repetition  of  what  the  person  heard.) 

18.  When  the  Grand  Jury  returns  an  indictment,  at  least  (12)  jurors  must  vote  to  do  so. 

19.  A  subpoena  Duces  Tecum  requires  the  witness  to  appear,  to        (testify)  and  to 

bring  the       (documents)  .  (2  points) 

20.  During  our  discussion  of  Grand  Jury  "tools,"  we  spoke  of  .several  types  of  "Immunity." 
(4  points) 

a.  (Informal)  Immunity  is  granted  to  witnesses  by  letter  from  the  prosecutor. 

b.  (Formal)  Immunity  is  granted  to  witnesses  by  the  court. 

c.  (Use)  Immunity  protects  the  witnesses  from  the  prosecution's  "use"  of 

their  testimony  against  them. 

d.  (Transactional)        Immunity  completely  protects  the  witness  from  prosecution  for 
any  criminal  offenses  about  which  the  witness  testifies  truthfully. 
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21.  During  our  discussion  of  Grand  Jury  "tools."  we  spoke  of  several  types  of  "Immunity." 
(4  points) 

a.  "Informal  Immunity'  is  granted  to  witnesses  by' letter  from  the  prosecutor. 

True     or  False 

b.  "Formal  Immunity"  is  granted  to  witnesses  by  the  court. 

True     or  False 

c.  "Lse  Immunity"  protects  the  witnesses  from  the  prosecution's  "use"  of  their 
testimony  against  them. 

True     or  False 

d.  'Transactional  Immunity"  completely  protects  the  witne.ss  from  prosecution  for  any 
criminal  offenses  about  which  the  witness  testifies  truthfully. 

True     or  False 

22.  The  'Shop  Book"  Rule  allows  for  introduction  into  evidence  of  books  of  original  entry 
kept  in  the  regular  course  of  business  by  the  person  who  has  custody. 

True     or  False 

23.  The     (Shop  Book)  Rule  allows  for  introduction  into  evidence  of 

books  of  original  entry  kept  in  the  regular  course  of  business  by  the  person  who  has 
custody. 

24.  A  police  officer  may  stop  a  citizen  and  inquire  into  that  person's  identity,  business,  or 
purpose  in  the  area,  and  may  even  conduct  a  "pat  down"  for  weapons,  as  long  as  the 
officer  is  able  to  articulate  the  factors  which  lead  the  officer  to  believe  he  is  confronting 
a  "suspicious  situation." 

True     or  False 

25.  A  police  oiTicer  may  slop  a  citizen  and  inquire  into  that  person's  identity,  business,  or 
purpose  in  the  area,  and  may  even  conduct  a  "pat  down"  for  weapons,  as  long  as  the 
officer  is  able  to  articulate  the  factors  which  lead  the  officer  to  believe  he  is  confronting 
a        (suspicit)us  situation)  . 
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26.  A  police  officer  may  stop  a  citizen  and  inquire  into  that  person's  identity,  business,  or 
purpose  in  the  area,  and  may  even  conduct  a  "pat  down"  for  weapons,  as  long  as  the 
officer  is  able  to  articulate  the  factors  which  lead  the  officer  to  believe  he  is  confronting 
a  "suspicious  situation." 

True     or  False 


27.  Evidence  relating  to  a  series  of  facts,  other  than  those  precisely  at  issue,  which  tends  to 
establish  the  point  at  issue  by  inference  is~ 

a.  direct  evidence. 

b.  factual  indirect  evidence. 
*     c.    circumstantial  evidence. 

d.    tangible  documentary  evidence. 

28.  Evidence  relating  to  a  series  of  facts,  other  than  those  precisely  at  issue,  which  tends  to 
establish  the  point  at  issue  by  inference  is    (circumstantial  evidence) 


29.  During  a  criminal  trial,  the  Government  (prosecution)  must  prove  each  and  every  one  of 
the  elements  of  the  offense  alleged,  beyond  a  reasonable  doubt. 

True     or  False 


30.  During  a  criminal  trial,  the  Government  (prosecution)  must  prove  a  preponderance  of  the 
elements  of  the  offense  alleged. 

True     or  False 


31.  During  a  criminal  trial,  the  Government  (prosecution)  must  prove  each  and  every  one  of 
the        (elements)  of  the  offense  alleged,  beyond  a  reasonable  doubt. 
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32.  Through  the  introduction  of  evidence,  the  prosecutor  at  a  criminal  trial-- 


a.  asserts  judicial  notice. 

b.  influences  the  grand  jury  proceeding. 

c.  tries  to  create  reasonable  doubt. 
*     d.  sustains  the  burden  of  proof. 

e.  none  of  the  above. 


33.  The  investigator's  role  in  a  Grand  Jury  investigation  may  include-- 

a.  executing  search  and/or  arrest  warrants. 

b.  preparing  witnesses  and/or  Government  attorneys  to  appear  before  the  Grand  Jury. 

c.  assisting  the  government  attorney  in  determining  if  a  witness  should  be  granted 
immunity. 

d.  analyzing  records  and  presenting  summary  testimony  (hearsay  evidence)  to  the  Grand 
Jury. 

*     e.    all  the  above. 


34.  The  Attorney/Client  privilege  always  protects  attorneys  from  having  to  divulge  identities 
of  clients,  information  about  fees  received  from  clients,  and  similar  information. 


True     or  False 


35.  The  law  enforcement  officer/informant  privilege  protects  the  informant's  identity  from 
disclosure  unless  the  officer  or  the  prosecutor  chooses  to  waive  the  privilege. 


True     or  False 


36.  The  law  enforcement  officer/informant  privilege  protects  the  informant's  identity  from 
disclosure  unless  the  officer  or  the  prosecutor  chooses  to       (waive  the  privilege)  


37.  Hearsay  is  generally  not  admissible  as  evidence  because  of  the  possibility  of  distortion  or 
misunderstanding. 

True      or  False 
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3X.  Hearsay  is  generally  (inadmissible) 
possibility  of  distortion  or  misunderstanding. 


as  evidence  because  of  the 


39.  The  rules  of  evidence  and  procedure— 

a.  control  the  investigative  process. 

b.  control  the  judicial  proceeding. 

c.  control  neither  "a"  nor  "b." 
*     d  control  both  "a"  and  "b." 


40.  John  Crook  is  on  trial  for  federal  drug  trafficking  and  money  laundering  offenses. 
Answer  the  following  questions  relating  to  Crook's  trial  and  the  issue  of  "privileged 
communications."  (3  points) 

a.  John's  wife,  Mary  Crook,  says  that  while  they  were  married  she  saw  John  packaging 
cocaine.  The  judge  will  allow  this  testimony. 

True     or  False 

b.  Mary  Crook  says  that  before  they  were  married,  John  told  her  that  he  was  a  "big 
drug  dealer."  The  judge  will  allow  this  testimony. 

True     or  False 

c.  John's  accountant  is  Harry  Jones.  Mr.  Jones  prepared  numerous  financial  records  for 
John.  The  judge  will  allow  Mr.  Jones  to  testify  to  the  preparation  of  these  records. 

True     or  False 
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1 .  The  key  to  detecting  and  resolving  crime  is  (information)  

2.  The  "Public  Records"  rule  allows  the  introduction  of  books,  records,  reports  and 
compilations  kept  as  a  regular  and  routine  duty  by  a  public  official. 

True     or  False 


3.  The      (Public  Records)  rule  allows  the  introduction  of  books,  records, 

reports  and  compilations  kept  as  a  regular  and  routine  duty  by  a  public  official. 

4.  The  best  source  of  information  about  the  suspect's  behavior,  and  motives  etc.,  is  the 

(suspect)  . 

5.  You  have  been  assigned  an  investigation  of  a  large  corporation.  Name  at  least  three  (3) 
sources  that  you  could  contact  in  order  to  obtain  information  on  the  corporation  (besides 
the  corporation  itself). 

( 1 )  (Securities  and  Exchange  Commission  -  Public  held  companies) 

(2)  (State  Government  Offices) 

(3)  (County  or  Municipal  Government  Offices) 
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1.    Every  bank  (S&L,  Credit  Union)  requires  that  a  signature  card  be  completed  for  every 
account. 

True     or  False 


2.  Every  bank  (S&L,  Credit  Union)  requires  that  a       (signature  card)  be 

completed  for  every  account. 

3.  The  completed  signature  card  may  be  useful  to  the  investigator  as— 

a.  evidence  of  ownership  of  the  account. 

b.  an  exemplar  of  the  account-owner's  signature. 

c.  a  lead  to  other  witnesses,  principals  and/or  co-conspirators. 
*    d.  all  the  above. 


4.  The  sequential       proof  numbers  that  appear  on  the  back  of  deposit 

tickets  and  deposit  items  can  be  used  as  evidence  that  link  the  deposit  ticket  to  the 
deposit  items. 

5.  The  sequential  "proof  numbers"  that  appear  on  the  back  of  the  deposit  tickets  and  deposit 
items  can  be  used  as  evidence  that  link  the  deposit  ticket  to  the  deposit  items. 

True     or  False 


6.  The  sequential  number  placed  on  deposit  tickets  and  items  which  make  up  the  deposit 
(the  deposit  items)  are  placed  on  the  items  in  the  bank's— 

a.  loan  department. 

*     b.  proof  department. 

c.  collection  department. 

d.  safe  deposit  department. 

7.  Bank  tellers  are  often  a  productive  source  of  information,  leads  or  evidence  because 
tellers  know  their   (customers)  . 
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8.  Bank  tellers  are  often  a  productive  source  of  information,  leads,  or  evidence  because 
tellers  know  their  customers. 

True     or  False 

9.  During  our  review  of  the  bank  records  related  to  "Benidect's"  deposit  of  $6,750.00,  we 
found  evidence  that— 

*     a.    the  deposit  included  an  unusually  large  amount  of  currency,  in  relation  to 
"Benidect's"  other  deposits. 

b.  the  check  deposited  by  "Benidect"  with  the  currency  was  the  same  amount  as 
"Benidect's"  apparent  bi-weekly  take  home  pay. 

c.  the  entire  $6,750.00  deposit  consisted  of  currency,  and  the  serial  numbers  all 
matched  serial  numbers  used  in  the  undercover  cocaine  purchases. 

d.  only  "a"  and  "b." 

e.  all  the  above  ("a,"  "b,"  and  "c"). 

10.  Although  interesting  to  know  about,  bank  records  are  not  a  particularly  valuable  source  of 
information,  leads  or  evidence. 

True      or  False 


1 1 .  Example(s)  of  "Account  Transactions"  we  discussed  in  class  are- 

a.  deposits. 

b.  withdrawals. 

c.  purchases  of  cashiers  checks. 

*  d.    "a"  and  "b." 

12.  Example(s)  of  "Non- Account  Transactions"  we  discussed  are- 

a.  deposits. 

*  b.    purchases  of  cashiers  checks. 

c.  withdrawals. 

d.  "a"  and  "b." 
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13.  For  investigative  purposes,  "Non- Account  Transactions"  include— 


a.  cashier's,  certified,  and  traveler's  check. 

b.  currency  exchanges. 

c.  bank  credit  cards. 

d.  safe  deposit  entry  records. 

e.  all  the  above. 


14.  Tracing  the  movement  of  money  generated  by  a  criminal  activity  will  normally  involve 
tracing  financial  transaction  through  the      (banking  system)  . 


15.  Tracing  the  movement  of  money  generated  by  a  criminal  activity  will  normally  involve 
tracing  financial  transactions  through  the  banking  system. 

True     or  False 

16.  The  banking  system  maintains  a  record  of  "account  transactions"  through  the  use  of  bank 
statements. 

True     or  False 


17.  The  banking  system  maintains  a  record  of  "account  transactions"  through  the  use  of- 

*     a.  bank  statements. 

b.  loan  applications. 

c.  safety  deposit  box  entry  logs. 

d.  "b"  and  "c." 

e.  all  the  above. 
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1 H.  A  "deposit"  enters  the  banking  system  through  a  transaction  entry  point. 


True     or  False 

19.  A  "deposit"  enters  the  banking  system  through- 

a.  the  proof  department. 

b.  a  transit  item. 

*  c.    a  transaction  entry  point. 

d.  all  the  above. 

e.  none  of  the  above. 

20.  A  written  order  to  a  financial  institution  to  pay  out  a  specified  amount  of  funds  on 
deposit  is  known  as  a  (check)  

21.  A  written  order  to  a  financial  institution  to  pay  a  specified  amount  of  funds  on  deposit  is 
known  as— 

a.  a  deposit  ticket. 

b.  a  loan  schedule. 

*  c.    a  check. 

d.    "a"  and  "c." 

22.  Checks  negotiated  between  two  people  establish  a  financial  link  that  cannot  be  overcome 
by  verbal  denials. 

True  or  False 


23.  Debit  and  credit  memos  are  used  to  record  bank  account  transactions  that  do  not  involve 
deposit  tickets  or  checks. 

True      or  False 


24.  On  a  bank  statement,  credit  memorandum  and  debit  memorandum  can  indicate-- 

a.  transfers  between  accounts. 

b.  electronic  deposits  and  withdrawals. 

c.  interest  earned  and  interest  paid. 
*     d.  all  the  above. 

e.    none  of  the  above. 
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5.  A  "wire  transfer"  may  be-- 

a.  an  electronic  transfer  between  financial  institutions. 

b.  an  electronic  transfer  between  different  accounts. 

c.  "a"  and  "b." 


6.  What  is  a  "wire  transfer"? 

(Electronic  transfer  of  funds  between  financial  institutions  or  between  accounts.) 

27.  Explain  the  purpose  of  the  Form  4789,  Currency  Transaction  Report.  (Explanation 
should  include:  who  is  responsible  for  filing;  what  type  of  information  is  shown  on  the 
form,  and  how  it  is  used  by  the  investigator). 

(Financial  institutions  responsible  for  filing;  identifies  the  depositor  by  address,  social 
.security  number,  and  date  of  birth  and  the  actual  owner  of  the  currency,  and  the  types  of 
bills  involved  in  the  transaction;  aids  investigator  in  looking  for  suspicious  financial 
transactions.) 

28.  The  custodian  of  corporate  ownership  records  is-- 

a.  the  Secretary  of  State  and  the  IRS. 

b.  the  corporate  secretary  and  treasurer. 

*  c.    the  transfer  agent  and  registrar, 
d.    all  of  the  above. 

29.  Explain  the  difference  between  corporate  bonds  and  corporate  stock. 

(Stocks  represent  a  certificate  of  ownership  in  the  corporation.  Bonds  are  a  claim  against 
the  assets  of  the  corporation.) 

.^(1.  A  bond  is  a  form  of  security  that  represents  a      (loan)  to  a  corporation, 

municipality,  state  or  federal  government. 

31.  A  form  of  security  that  represents  a  loan  to  a  corporation,  municipality,  state  or  federal 
government  is  a— 

a.    common  stock. 

*  b  bond. 

c.  financial  statement. 

d.  "a"  and  "b." 
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32.  A  form  of  security  that  represents  ownership  interest  in  a  corporation,  is  a 
 (common  stock)  . 


33.  A  form  of  security  that  represents  ownership  interest  in  a  corporation,  is  a-- 

*     a.  common  stock. 

b.  bond. 

c.  financial  statement. 

d.  "a"  and  "b." 


34.  The  "Custodian  of  Records"  for  a  bank  (etc.)  is  the  correct  witness  to  introduce  the 
bank's  records  into  evidence,  under  what  Rule  of  Evidence? 

a.  Police  officer/informant  privilege 

b.  Secondary  Evidence  Rule 

*  c.    Shop  Book  Rule 
d.    Probable  cause 

35.  The  minimum  records  that  a  bank  (S&L,  Credit  Union,  etc.)  maintains  relating  to  safe 
deposit  boxes  are~ 

a.  lease/rental  agreement. 

b.  financial  statement. 

c.  record  (or  log)  of  entries. 

*  d.  "a"  and  "c." 


36.  A  bank's  safe  deposit  (log  of  entries)  that  reflects  your  defendant 

entered  her  safe  deposit  box  on  every  date  that  your  witness  said  cash  bribe  payments 
were  made,  could  be  compelling  evidence  that  corroborates  your  witness  testimony. 

37.  A  bank's  safe  deposit  log  of  entries  that  reflects  your  defendant  entered  her  safe  deposit 
box  on  every  date  that  your  witness  said  cash  bribe  payments  were  made,  could  be 
compelling  evidence  that  corroborates  your  witness  testimony. 

True     or  False 


3S.  A  bank's  safe  deposit  log  of  entries  that  reflects  that  the  subject  of  your  investigation 
entered  his  safe  deposit  box  on  every  date  that  your  witness  testified  to  buying  cocaine, 
within  30  minutes  before  the  cocaine  transaction,  could  be  useful  in  establishing  probable 
cause  to  obtain  a  (search  warrant)  for  that  safe  deposit  box. 
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39.  A  bank's  safe  deposit  log  of  entries  that  reflects  that  the  subject  of  your  investigation 
entered  his  safe  deposit  box  on  every  date  that  your  witness  testified  to  buying  cocaine, 
within  30  minutes  before  the  cocaine  transaction,  could  be  useful  in  establishing  probable 
cause  to  obtain  a  search  warrant  for  that  safe  deposit  box. 

True     or  False 


40.  Savings  Bonds,  Treasury  Bills,  Treasury  Notes  and  Treasury  Bonds  are  forms  of 

securities  which  represent  money  loaned  to  the  Federal  Government,  for  different  periods 
of  time. 

True     or  False 


41.  Stock  certificates  may  be  registered  in  either  the  name  of  the  owner  or  in  the  name  of  the 
broker  with  whom  the  owner  maintains  an  account. 

True     or  False 


42.  Stock  certificates  that  are  registered  in  the  name  of  the  broker  or  the  brokerage  house, 
rather  than  in  the  name  of  the  owner,  are  said  to  be  held  in  "  (street  name)  ". 


43.  Stock  certificates  that  are  registered  in  the  name  of  the  brokerage  house,  rather  than  m 
the  name  of  the  owner,  are  said  to  be  held— 


a.  in  an  alias  name. 

*     b.  in  "street  name." 

c.  by  a  nominee. 

d.  in  "flagrante  delicto." 
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Questions 
44  and  45 


Douglas  Greene  Antiques,  Inc. 
Washington,  D.C. 

THE  RIGGS  NATIONAL  BANK 
WASHINGTON  LOAN  AND  TRUST  BRANCH 
F  STREET  AT  NINTH,  N.W. 
Washington,  D.C. 

Pay 
to  the 

order  of  Louisiana  'forver  &  Liffit  

Three  Thousand  &  %o  


10/21     19  _91_  No.  666 


$  3,000'-'- 
Dollars 


ACCOUNT  NO.  043-137 


Mike  7.  Greene 


ENDORSE  hEhE 


On  the  copy  of  this  canceled  check;  circle  and 
identify  by  letter  the  following:  (1  point  each) 

A.  The  machine-printed  number  that  tells 
you  the  amount  the  check  was  written 
for  and  actually  paid. 

(00300000  -  check  front) 

B.  The  identifying  number  of  the  bank  the 
check  was  deposited  to. 

(1-71  -  check  back) 


FOR  DEPOSIT  ONLY 
Louisiana  Power  and  Light 


9^-        FINANCIAL  INVESTIGATIONS  75  V  Chapter  5   Test'Quiz  Items 


ERIC 


HENOY 

9789 

GEORGE  R.  OR  SUSAN  M.  CHAPMAN(.„ 
6526  BETTY'S  LANE  PH.  274^265 

MADISON,  WIS  5371 1  12/28       i.  91  , 

PAY  TO  THE 

ORDER  OF  Cash  $  50'-'- 

Tifty  &  %o  DOiJ.ARS 

M&I  Bank  of  Hilldale 

Jamestown  Division 

MadUon,  Wisconsin 

MEMO   Qeor^e  'R,  Chapman  

1:075911205  1  0|  1 1  035    3906||  |   9789  |  *  0000005000|  * 


"7 


o         i^.  ....  H 


<r  >  u:-  ;..> 
CM  !:■:■  o 


'£i  O- 


DE  '91' 30 

PAID 

BY  DRAWEE  INSTITUTION 


Questions  46,  47,  48,  and  49  C/  point  each): 

On  the  copy  of  the  canceled  check  displayed  above,  circle  and  identify  by  letter  the 
follov/ing  items: 

a.  "Teller  stamp"  (HENOV  -  Check  front) 

b.  Proof  Number  (82803  -  Check  back) 

c.  Machine  printed  notation  for  "check  cashed"  (Paid  by  Drawee  Institute  -  Check 

Back) 
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CHECKiNe  AOCOUffT  Sl^Af^Y 


Account  Number  35432198 


David  Davids 


8  Mockingbird  Lane 
Herndon,  Virginia  22070 

Statement  Period 
08/01/92  -  08/30/92 

Beginning  Balance 

$3  808  15 

Troncactinn 

Date 

Amount 

Balance 

Phprk  1fl? 

08/02 

<745.00> 

3  083  13 

Deposit 

no /no 

1 ,3o<:.3D 

4,597.71 

Clieck  183 

08/06 

<2.000.00> 

2,597.71 

Deposit 

08/10 

5,000.00 

7,597.71 

Deposit 

08/15 

1,534.56 

9,132.27 

Check  184 

08/20 

<22.03> 

9,110.24 

Check  185 

08/23 

<189.13> 

8,921.11 

•Check  186 

08/29 

<429.84> 

8,491.27 

Endina  Balance 

$8,491.27 

Questions  52,  53  and  54: 

Circle  the  three  items  on  these  "bank 
statements"  that  you,  as  an  astute 
investigator,  will  want  to  follow  up  on. 

(1)  (8/06  $2,000  Check) 

(2)  (8/10  $5,000  Deposit) 

(3)  (7/04  $5,000  Check) 


CHECKtNQ  fimum  $ismmf 


CoRowango  BaiiH 


Account  Number  35432198 

David  Davids 

8  Mockingbird  Lane 

Herndon,  Virginia  22070 


Statement  Period 
07/01/92  -  07/31/92 


Beginning  Balance 

$8,491.27 

Transaction 

Date 

Amount 

Balance 

Deposit 

07/01 

1,534.56 

10,025.83 

Check  187 

07/04 

<5,000.00> 

5,025.83 

Check  188 

07/14 

<54.11> 

4,971.72 

Check  189 

07/14 

<1 56.21  > 

4,815.61 

Deposit 

07/15 

1,534.56 

8,350.07 

Check  190 

07/20 

<22.46> 

6,327.61 

Check  191 

07/28 

<141.69> 

6,185.92 

Check  192 

07/30 

<533.37> 

5,652.55 

Ending  Balance 

$5,652.55 
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CHAPTER  6 


1 .      In  accountant  terms,  exchanges  of  goods  and  services  are  called  sales. 

True      or  False 


2.      In  accounting  terms,  financial  transactions  affecting  a  business  are  first  recorded  as 
 (journal  entries)  . 


3.  In  accounting  terms,  financial  transactions  affecting  a  business  are  first  recorded— 

a.  on  the  income  statement. 

b.  in  ledger  accounts. 

c.  on  the  balance  sheets. 
*      d.    as  journal  entries. 

4.  While  reviewing  the  Balance  Sheet  of  "Goobers  Are  Us,  Inc",  you  discover  that  your 
partner  had  placed  his  jelly  donut  on  your  copy,  obliterating  the  liabilities  section.  Your 
review  discloses  the  corporation  reported  assets  of  $2  million  and  owners  equity  (net 
worth)  of  $1.6  million.  What  is  the  total  reported  by  the  corporation  of  its  liabilities? 
(1  point) 

Show  the  variation  of  the  "Basic  Accounting  Equation"  you  used  to  derive  your 
answer.    (1  puint) 

HINT!  The  words  "liabilities,  assets  and  net  worth"  will  be  helpful. 


(Assets  -     Owners  Equity    =  Liabilities) 

($2  Million       -     $1.6  Million       =    $.4  Million) 


5.     The  two  types  of  "Financial  Statements"  were  discussed  in  class--  (1  point  each) 

a.  The      (balance  sheet)       is  a  statement  of  the  financial  position  of  the 
entity  at  a  specific  point  in  time  ('  snapshot"). 

b.  The       (income  statement)     is  a  statement  of  performance  of  the  entity 
for  a  specific  period  of  time  ("video"). 


6.     What  is  the  book  of  original  entry  used  by  businesses  in  recording  the  financial 
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transactions  of  the  business? 
(Journals) 

7.     What  method  of  accounting  records  business  revenues  when  earned  and  business 
expenses  when  incurred? 

(Accrual) 


X.      Write  down  the  accounting  equation. 

(Assets  =  Liabilities  +  Owner's  Equity) 

9.     The  claims  that  are  made  by  business  creditors  upon  business  assets  are  called-- 

a.  net  worth. 

b.  capital. 

*      c.  liabilities. 

d.    retained  earnings. 


10.  Depreciation  is  an  accounting  concept  designed  to- 

a.    measure  the  value  of  debits  and  credits  posted  to  the  balance  sheet. 
*      b.    expend  the  cost  of  an  asset  over  its  anticipated  useful  life. 

c.  account  for  the  increase  in  the  value  of  an  asset,  expressed  in  dollars  that 
are  decreasing  in  value. 

d.  only  "a"  and  "b"  above. 

11.  A  partnership  purchased  a  computer  for  $10,000  to  be  used  solely  for  business  purposes. 
The  partnership  paid  $5,000  (via  check)  and  promised  that  the  balance  would  be  paid  in 
90  days.  (6  points) 

Make  the  appropriate  Journal  entries  to  record  the  transaction. 


Item 


Debit 


Credit 


Equipment 


($10,000) 


Cash 


Accounts  Payable 


($5,000) 
($5,000) 
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12.    In  one  sentence  (two  maximum),  what  does  the  following  journal  entry  indicate? 
(5  points) 

Debit  Credit 
Cash  10,000 

Accounts  Receivable  10,000 

(A  $10,000  payment  was  "received  on  account."  Cannot  tell  whether  it  was  by  check  or 
cash.) 


13.    A  ledger 


is  established  to  accumulate  all  the  transactions 


affecting  a  specific  account  during  the  accounting  cycle. 


14.  A  journal  is  established  to  accumulate  all  the  transactions  affecting  a  specific  account 
during  the  accounting  cycle. 

True     or  False 

15.  Make  the  appropriate  debit  and  credit  entries  to  these  "T- Accounts"  and  prepare  the 
balance  sheet  for  the  UWP  Company  based  only  upon  the  following  financial 
information:  (20  points) 

a.    On  1 1-1-92,  the  corporation  sold  25,000  shares  of  stock.  Each  share  sold  for  $1.00 
with  the  cash  from  the  sale  being  placed  into  a  business  checking  account. 


Cash 


Paid-in  Capital 


($25,000) 


($25,000) 


b.    On  1 1-2-92,  the  business  purchased  a  machine  for  $12,000.  It  paid  $6,000  (with  a 
business  check)  and  financed  the  balance  with  a  loan  from  the  bank. 


Equipment 


Cash 


Notes  Payable 


($12,000) 


($6,000) 


($6,000) 
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On  11-3-92,  the  corporation  bought  goods  for  re-sale  (inventory)  for  $4(),()()().  It 
paid  $15.()()()  in  cash  and  promised  to  pay  the  balance  of  the  account  in  thirty  days. 

Inventory  Cash  Accounts  Payable 


($40,()()t)) 


($15,000) 


($25,()()()) 


d.    On  1 1-4-92,  the  company  bought  a  second  machine  for  $3,000.  It  paid  cash  for 
this  machine. 

Equipment  Cash   


($3,000) 


($3,000) 


UWP  COMPANY 

Balance  Sheet 
11-05-92 


Assets 


Liabilities 


Cash 

Inventory 

Equipment 

Total  Assets: 


($  1.000) 
($4(),()0()) 
($15.000) 

($56.000) 


Accounts  Payable 
Notes  Payable 


($25,000) 
($  6,000) 


Total  Liabilities:  ($31,000) 
Owner's  Equity 


Paid-in  Capital    -  ($25,000) 

Total  Liabilities  and 

Owner's  Equity  =  ($56,000) 
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Questions  16  and  17  tied  together 


16.    Prepare  an  income  statement  for  the  ABC  Company  (period  ending  09-30-92)  based 
upon  the  following  financial  information:  (10  points) 


a. 

Cost  of  goods  sold 

$30,000.00 

b. 

Selling  expense 

$  5,000.00 

c. 

Interest  expense 

$10,000.00 

d. 

Administrative  expenses 

$100,000.00 

e. 

Sales  revenue 

$145,000.00 

f. 

Sales  returns  and  allowances 

$5,000.00 

ABC  COMPANY 

Income  Statement 

Period  Ending  09-30-92 

(Sales  Revenue) 

($145,000) 

Less: 

(Sales  Returns  &  Allowances) 

($  5.000) 

Gross  Receipts: 

($14(),()()()) 

Less: 

(Cost  of  Goods  Sold) 

($  3(),()()0) 

Gross  Profit: 

($11  (),()()()) 

Less: 

(Administrative  Expenses) 

($1()0,()()()) 

(Interest  Expense) 

($  10,000) 

(Selling  Expenses) 

($  5,000) 

Total  Expenses: 

($115,000) 

Net  Income 

or  Loss 

($  5,000) 
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17. 


The  officers  of  ABC  Company,  described  in  Question  #16,  are  under  investigation  for 
financial  misconduct.  Based  upon  income  statement  information,  where  should  the 
investigator  start  his/her  search,  and  how  should  he/she  proceed? 


a.    In  the  balance  sheets 

*  b.    Examine  the  Administrative  Expense  Ledger  Account  and  related  general  ledger 

entries. 

c.  Examine  personalities  of  company  officers 

d.  Examine  the  Inventory  and  Cost  of  Goods  Sold  accounts 

1 X.  When  a  business  reports  a  loss  on  its  income  statement,  in  accounting  terms,  how  can  it 
generate  funds  to  continue  in  business  (i.e.  cover  the  loss)? 

a.  Securing  more  capital 

b.  Selling  assets 

c.  Incurring  liabilities 

*  d.  All  the  above 

e.  None  of  the  above 

19.  A  balance  sheet  reports  the  assets,  liabilities  and  capital  of  a  business.  Three  (3)  ways 
financial  fraud  can  take  place  through  the  manipulation  of  balance  sheet  accounts  include 
concealment  of  assets,         (under-valuation  of  assets)  and  fraudulent  liabilities. 

20.  A  balance  sheet  reports  the  assets,  liabilities  and  capital  of  a  business.  Three  (3)  ways 
financial  fraud  can  take  place  through  the  manipulation  of  balance  sheet  accounts  include 
concealment  of  assets,  under-valuation  of  assets  and  fraudulent  liabilities. 

True    or  False 


21.  The  corporation  is  the  most  common  form  of  business  organization. 

True    or  False 
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22.  Name  four  (4)  things  found  in  the  "Articles  of  Partnership." 

a.  (Names  of  the  partners  and  the  partnership) 

b.  (Name,  location,  and  type  of  business  to  be  conducted) 

c.  (Effective  date  of  the  agreement  and  the  agreement's  expiration  date) 

d.  (Salary  to  be  paid  to  each  partner  and  the  provisions  for  terminating  the  partnership) 

23.  The  sole  proprietorship  form  of  business  operation  holds  what  advantage(s)  when 
compared  to  other  forms  of  business  organizations? 

a.  Ease  of  transfer  of  ownership 

b.  Limited  liability 

c.  Perpetual  life 

d.  "a"  and  "c" 

*     e.    None  of  the  above 


24.  Define  accounting. 

(The  system  of  recording  and  summarizing  business  and  financial  transactions  in  books 
and  analyzing,  verifying,  and  reporting  the  results.) 
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CHAPTER  7 


What  is  meant  by  the  term  "Direct  Method  of  Proof  ? 

(Method  used  to  prove  suspect  has  paid  for  something  using  illicit  funds  or  received  funds 
through  an  illegal  means.  Investigator  looks  for  a  specific  illegal  transaction.  Nothing 
is  implied  or  inferred.) 

Give  a  short  scenario  in  which  a  Direct  Method  of  Proof  could  be  used. 
(Student  responses  will  vary.) 

(Situation:  Suspect  has  set  up  a  fictitious  payable  scheme.  Suspect  has  established 
individuals  who  are  not  actually  employees  of  the  company  and  has  set  up  means  to 
receive  their  payroll  checks.  Investigator  could  review  company  accounting  and  personnel 
records  to  uncover  specific  false  documentation  to  prove  scheme.) 
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CHAPTER  8 


I. 


What  is  the  "net  worth  method  of  proof  and  when  is  it  appropriate  to  use  in  a  financial 
investigation? 


(Unknown  sources  of  funds  located  by  analyzing  increases  in  net  worth. 
Assets  -  liabilities  =  Net  Worth) 


(Used  when  suspect  - 


maintains  no  books  and  records 


books  and  records  unavailable 
books  and  records  inadequate 
withholds  books  and  records) 


2.       Give  a  short  scenario  in  which  an  Indirect  Method  of  Proof  would  be  utilized. 


(Responses  will  vary.) 

(Situation:  Suspect  appears  to  be  spending  extravagant  amounts  of  money  on  gifts  and 
other  personal  items.  By  using  the  Expenditures  Method  (an  indirect  method),  the 
investigator  can  determine  if  the  expenditures  are  resulting  from  "unknown  income." 


76b 
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CHAPTER  9 


1.  What  is  an  Interview?  Define. 

(A  specialized  form  of  oral,  face-to-face  corrmunication  between  people  that  is  entered 
into  for  a  specific  task-related  purpose  associated  with  a  particular  subject  matter.) 

2.  Give  three  of  the  five  objectives  of  an  interview  given  in  the  textbook. 

a.  (To  obtain  information  that  establishes  or  refutes  the  allegation  or  crime  under 
investigation) 

b.  (To  obtain  leads  for  further  development  of  the  case) 

c.  (To  obtain  information  and  documents  in  the  witness's  possession) 

d.  (To  obtain  the  cooperation  of  the  witness  for  any  subsequent  legal  proceeding) 

e.  (To  obtain  background  and  personal  information  about  the  witness  and  his/her 
motivation  for  involvement  in  the  crime) 

3.  What  are  the  three  phases  of  the  interview  process? 

a.  (Planning) 

b.  (Conducting) 

c.  (Recording) 

4.  What  are  three  methods  in  which  an  interview  may  be  recorded? 

a.  (Memorandum  of  Interview) 

b.  (Question  and  Answer  Statement) 

c.  (Affidavit) 
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1. 


Surveillance  includes  which  of  the  following  types-- 


* 


a. 
b. 


c. 


d. 


e. 


stationary, 
moving, 
electronic, 
"a"  and  "b." 
all  the  above. 


2.  What  is  the  intent  or  purpose  of  a  surveillance?  Give  three  (3)  types  of  surveillance. 

(Surveillance  provides  a  means  to  obtain  information  and  evidence  which  probably  would 
not  be  available  by  any  other  means.) 

a.  (Stationary) 

b.  (Moving) 

c.  (Electronic) 

3.  List  one  common  motive  that  many  informants  have  for  providing  information. 
(Revenge) 

(Social  responsibility) 

(To  reduce  their  own  sentence) 

4.  Most  law  enforcement  agencies  routinely  advise  informants  that  they  are  not  to  commit 
any  crimes  while  they  are  obtaining  information. 

True     or  False 


5.        A  "mail  cover"  allows  the  postmaster  to  open  and  inspect  a  suspect's  mai' 


True 


or 


False 


6, 


In  legal  terms  "curtilage"  refers  to  the  area  inside  a  suspect's  home. 


True 


or 


False 
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7.  At  least  one  person  must  consent  to  tape  recording  a  telephone  conversation  in  the 
absence  of  a  court  order. 

True     or  False 

8.  An  affidavit  for  a  financial  search  warrant  normally  requires  the  affiant/agent  to  make  a 
conclusion  based  on  his  experience  and  training. 

True     or  False 

9.  Which  of  the  following  are  tests  that  can  normally  be  done  by  a  crime  lab  with  respect 
to  financial  records- 
ink  analysis, 
alteration  analysis, 
handwriting  analysis, 
"a"  and  "b." 
all  the  above. 

10.  The  standard  of  proof  for  obtaining  a  search  warrant  is— 

a.  beyond  a  reasonable  doubt. 

b.  preponderance  of  the  evidence. 

c.  clear  and  convincing  evidence. 
*        d.  probable  cause. 
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CHAPTER  11 


1.       By  definition,  what  is  money  laundering?  Why  is  it  the  focus  of  so  much  attention  by 
today's  financial  investigator? 

(The  process  of  concealing  the  existence,  illegal  source,  or  legal  application  of  income 
and  then  disguising  that  income  to  make  it  appear  legitimate.) 

(In  order  for  criminals  io  spend  their  illegal  gains,  they  have  to  "launder"  the  money.) 


FINANCIAL  INVESTIGATIONS 


772 


Chapter  11    Test/Quiz  Items 


COURSE  GOALS 


■  Identify  what  constitutes  a  financial 
crime 

■  Determine  where  to  find  financial 
information 

■  Introduce  techniques  to  analyze 
financial  information 

■  Apply  these  techniques  to  investigate 
situations 


FINANCIAL  INVESTIGATIONS 


773 


Transparency  1 
Chapter  1.  Why  Financial  Investigation? 


CRIME  CLASSIFICATION 

SYSTEM 
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GOAL  OF 
FINANCIAL  INVESTIGATIONS 
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FINANCIAL  INVESTIGATION 

PROCESS 


Identify  statute(s)  violated  and 
the  elements  of  the  crime 


Find  evidence  to 
prove  the  elements 


Trace  and  document 
financial  transactions 
to  preserve  records 
as  evidence 


Convince  jury  of  findings 
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TYPES  OF 
FINANCIAL  CRIMES 


Fraud 


Blackmail 


Tax  evasion 
Bribery 

Embezzlement 
Larceny 
Forgery 
Counterfeiting 


Extortion 
Kickback 
Racketeering 
Inside  trading 
Money  laundering 


ERIC 
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SKILLS  AND  KNOWLEDGE 

REQUIRED  OF 
FINANCIAL  INVESTIGATORS 


■  Know  statute(s)  that  define  crime 

H  Know  where  to  look  for  evidence  and 
admissibility  of  the  evidence 

m  Trace  the  movement  of  money  through 
financial  institutions 

a  Use  accounting  and  auditing  techniques 

B  Use  methods  of  proof  to  link  financial 
events  together 

B  Conduct  financial  interviews,  record  their 
findings,  and  summarize  results 

B  Use  investigative  techniques 
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AGENCIES  EMPLOYING 
FINANCIAL  INVESTIGATORS 

■  U.S.  Customs  Service 

■  U.S.  Secret  Service 

■  U.S.  Marshal  Service 

■  Drug  Enforcement  Agency 

■  Office  of  Inspector  General 

■  Federal  Bureau  of  Investigation 

■  Internal  Revenue  Service 

■  Postal  Inspector  Service 

■  Bureau  of  Alchohol,  Tobacco, 
and  Firearms 

■  Non-Federal  Agencies 
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LAW 


FUNCTION  OF  LAW 


Establishes  benchmark  for  behavior 
In  society  ("Thou  shall  net's") 
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CATEGORIES  OF  LAW 


■  Common  law 

■  Case  law 

B  Substantive  law 
Civil  -  Torts  between  private  parties 
Criminal  -  Crimes  of  public  nature 


FINANCIAL  INVESTIGATIONS 


782 


Transparency  3 
Chapter  2:  Laws  Related  to  Financial  Crimes 


CLASSIFICATION  OF  CRIME 


783 


ERIC 
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APPEAL  PROCESS 
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STATUTES 


Laws  enacted  by 
Congress 

State  and  Federal  level 


Recorded  in  code  books 


6b 
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ELEMENTS  OF  A  CRIME 


Parts  that  must  be  proven 
to  show  and  sustain 
a  conviction 
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TAX  EVASION  STATUTE 


§  7201 .     Attempt  to  evade  or  defeat  a  tax 
or  the  payment  thereof 

Any  person  who  willfully  attempts  in  any 
manner  to  evade  or  defeat  any  tax  imposed 
by  this  title  or  the  payment  thereof  shall,  in 
addition  to  other  penalties  provided  by  law,  be 
guilty  of  a  felony  and,  upon  conviction  thereof, 
shall  be  fined  not  more  than  $250,000 
($500,000  in  the  case  of  a  corporation)  or 
imprisoned  not  more  than  5  years,  or  both, 
together  with  the  costs  of  prosecution. 
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BRIBERY  STATUTE 


§  201.      Bribery  of  public  officials  and  witnesses 

(b)  Whoever - 

(1)  directly  or  indirectly,  corruptly  gives,  offers  or  promises 
anything  of  value  to  any  public  official.  .  .  or  offers  or 
promises  any  public  official.  .  .  to  give  anything  of  value  to 
any  other  person  or  entity,  with  intent  - 

(A)  to  influence  any  official  act;  or 

(B)  to  influence  such  public  official .  .  .  to  commit 
or  aid  in  committing,  or  collude  in,  or  allow,  any 
fraud,  or  make  opportunity  for  the  commission 
of  any  fraud,  on  the  United  States;  or 

(C)  to  induce  such  public  official .  .  .  to  do  or  omit 
to  do  any  act  in  violation  of  the  lawful  duty  or 
such  official ... 

shall  be  fined  not  more  than  three  times  the  monetary 
equivalent  of  the  thing  of  value,  or  imprisoned  for  not  more 
than  fifteen  years,  or  both. 
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CLAIMS  AND  SERVICES  IN  MATTERS 
AFFECTING  GOVERNMENT  STATUTE 


§  287.      False,  fictitious,  or  fraudulent  claims 

Whoever  makes  or  presents  to  any  person  or 
officer  in  the  civil . . .  service  of  the  United  States,  or 
to  any  department  or  agency  thereof,  any  claim  upon 
or  against  the  United  States,  or  any  department  or 
agency  thereof,  knowing  such  claim  to  be  false, 
fictitious,  or  fraudulent  shall  be  fined  not  more  than 
$250,000,  or  imprisoned  not  more  than  five  years,  or 
both. 
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CONSPIRACY  STATUTE 


§  371.      Conspiracy  to  commit  offense 
or  to  defraud  the  United  States 

If  two  or  more  persons  conspire  either  to 
commit  any  offense  against  ttie  United  States, 
or  to  defraud  ttie  United  States,  or  any  agency 
thereof  in  any  manner  or  for  any  purpose,  and 
one  or  more  of  such  persons  do  any  act  to 
effect  the  object  of  the  conspiracy,  each  shall 
be  fined  not  more  than  $250,000  or 
imprisoned  not  more  than  5  years,  or  both. 

If,  however,  the  offense,  the  commission 
of  which  is  the  object  of  the  conspiracy,  is  a 
misdemeanor  only,  the  punishment  for  such 
conspiracy  shall  not  exceed  the  maximum 
punishment  provided  for  such  misdemeanor. 
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COUNTERFEITING  AND  FORGERY 

STATUTE 


§  471.      Obligations  or  securities  of  the 
United  States 

Whoever,  with  intent  to  defraud,  falsely 
makes,  forges,  counterfeits,  or  alters  any 
obligation  or  other  security  of  the  United 
States,  shall  be  fined  not  more  than  $250,000 
or  imprisoned  not  more  than  fifteen  years,  or 
both. 
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THEFT  OR  EMBEZZLEMENT  FROM 
GOVERNMENT  STATUTE 


§641.      Public  money,  property  or 
records 

Whoever  embezzles,  steals,  purloins,  or 
knowingly  converts  to  his  use  or  the  use  of 
another,  or  without  authority  sells,  conveys  or 
disposes  of  any  record,  voucher,  money,  or 
thing  of  value  of  the  United  States  or  any 
department  or  agency  thereof,  or  any  property 
made  or  being  made  under  contract  for  the 
United  States  or  any  department  or  agency 
thereof;  or 

Whoever  receives,  conceals,  or  retains 
the  same  with  the  intent  to  convert  it  to  his 
use  or  gain,  knowing  it  to  have  been 
embezzled,  stolen,  purloined  or  converted- 

Shall  be  fined  not  more  than  $250,000 
or  imprisoned  not  more  than  ten  years,  or 
both;  but  if  the  value  of  such  property  does 
not  exceed  the  sum  of  $100,  he  shall  be  fined 
not  more  than  $1,000  or  imprisoned  not  more 
than  one  year,  or  both. 

The  word  "value"  means  face,  par,  or 
market  value,  or  cost  price,  either  wholesale 
or  retail,  whichever  is  greater. 
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THEFT  OR  EMBEZZLEMENT  BY  BANK 
EMPLOYEES  STATUTE 


§  656.      Theft,  embezzlement,  or 

misapplication  by  bank  officer 
or  employee 

Whoever,  being  an  officer,  director, 
agent,  or  employee  of,  or  connected  in  any 
capacity  with  any  Federal  Reserve  bank .  .  . 
embezzles,  abstracts,  purloins,  or  willfully 
misapplies  any  of  the  moneys,  funds,  or 
credits  of  such  bank .  .  .  shall  be  fined  not 
more  than  $1,000,000  or  imprisoned  not  more 
than  thirty  years,  or  both;  but  if  the  amount 
embezzled,  abstracted,  purloined  or 
misapplied,  does  not  exceed  $100,  he  shall  be 
fined  not  more  than  $1,000  or  imprisoned  not 
more  than  one  year,  or  both. 
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EXTORTION  STATUTE 


§  872.      Extortion  by  officers  or 

employees  of  the  United  States 

Whoever,  being  an  officer  or  employee 
of  the  United  States  .  . .  under  the  color  or 
pretense  of  office  or  ennployment  commits  or 
attempts  an  act  of  extortion,  shall  be  fined  not 
more  than  $250,000  or  imprisoned  not  more 
than  three  years,  or  both;  but  if  the  amount 
extorted  or  demanded  does  not  exceed  $100, 
he  shall  be  fined  not  more  than  $500  or 
imprisoned  not  more  than  one  year,  or  both. 
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BLACKMAIL  STATUTE 


§873. 


Blackmail 


Whoever,  under  threat  of  informing,  or 
as  a  consideration  for  not  informing,  against 
any  violation  of  any  law  of  the  United  States, 
demands  or  receives  any  money  or  other 
valuable  thing,  shall  be  fined  not  more  than 
$2,000  or  imprisoned  not  more  than  one  year, 
or  both. 
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KICKBACK  STATUTE 


§  874.      Kickbacks  from  public  works 
employees 

Whoever,  by  force,  intimidation,  or  threat 
of  procuring  dismissal  from  employment  .  .  . 
induces  any  person  employed  in  the 
construction,  prosecution,  completion  or  repair 
of  any  public  work  financed  in  whole  or  in  part 
by  loans  or  grants  from  the  United  States,  to 
give  up  any  part  of  the  compensation  to  which 
he  is  entitled  under  his  contract  of 
employment,  shall  be  fined  not  more  than 
$250,000  or  imprisoned  not  more  than  five 
years,  or  both. 
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FALSE  STATEMENT  STATUTE 


§1001.     False  statements  of  entries 
generally 

Whoever,  in  any  matter  within  the 
jurisdiction  of  any  department  or  agency  of  the 
United  States  knowingly  and  willfully  falsifies, 
conceals  or  covers  up  by  any  trick,  scheme, 
or  device  a  material  fact,  or  makes  false, 
fictitious  or  fraudulent  statements  or 
representations,  or  makes  or  uses  any  false 
writing  or  document  knowing  the  same  to 
contain  any  false,  fictitious  or  fraudulent 
statement  or  entry  shall  be  fined  not  more 
than  $250,000  or  imprisoned  not  more  than 
five  years,  or  both. 
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WIRE  FRAUD  STATUTE 


§  1343.  Fraud  by  wire,  radio,  or  television 

Whoever,  having  devised  or  intending  to 
devise  any  scheme  or  artifice  to  defraud,  or 
for  obtaining  money  or  property. .  .by  means 
of  wire,  radio,  television  communication  and 
interstate  or  foreign  commerce.  .  .  shall  be 
fined  not  more  than  $250,000  or  imprisoned 
not  more  than  5  years,  or  both.  If  the  violation 
affects  a  financial  institution,  such  person  shall 
not  be  fined  more  than  $1,000,000  or 
imprisoned  more  than  30  years,  or  both. 
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MONEY  LAUNDERING  STATUTE 


§  1956.  Laundering  of  monetary  instruments 

(a)(1)  Whoever,  knowing  that  the  property  involved  in  a 
financial  transaction  represents  the  proceeds  of  some  form  of 
unlawful  activity,  conducts  or  attempts  to  conduct  such  a  financial 
transaction  which  in  fact  involves  the  proceeds  of  specified 
unlawful  activity  - 

(A)  (i)     with  the  intent  to  promote  the  carrying  on  of 

specified  unlawful  activity;  or 
(ii)    with  the  intent  to  engage  in  conduct  constituting 
a  violation  of  section  7201  or  7206  of  the 
Internal  Revenue  Code  of  1986;  or 

(B)  knowing  that  the  transaction  is  designed  in  whole  or 
in  part  - 

(i)  to  conceal  or  disguise  the  nature,  the  location, 
the  sources,  the  ownership,  or  the  control  of  the 
proceeds  of  specified  unlawful  activity;  or 

(ii)  to  avoid  a  transaction  reporting  requirement 
under  State  or  Federal  law, . . . 

shall  be  sentenced  to  a  fine  of  not  more  than  $500,000  or  twice 
the  value  of  the  property  involved  in  the  transaction,  whichever  is 
greater,  or  imprisonment  for  not  more  than  twenty  years  or,  both. 
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TRANSACTIONS  INVOLVING  CRIMINALLY 
DERIVED  PROPERY  STATUTE 


§  1957.     Engaging  in  monetary 

transactions  in  property  derived 
from  specified  unlawful  activity 

(a)  Whoever,  in  any  of  the 
circumstances  set  forth  in  subsection  (d), 
knowingly  engages  or  attempts  to  engage  in  a 
monetary  transaction  in  criminally  derived 
property  that  is  of  a  value  greater  than 
$10,000  and  is  derived  from  specified  unlawful 
activity,  shall  be  punished  as  provided  in 
subsection  (b). 

(b)  (1)  Except  as  provided  in  paragraph 
(2),  the  punishment  for  an  offense  under  this 
section  is  a  fine  under  title  18,  United  States 
Code,  or  imprisonment  for  not  more  than  ten 
years  or  both. 
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FAILING  TO  FILE,  SUPPLY  INFORMATION, 
OR  PAY  TAX  STATUTE 


§  7203.     Willful  failure  to  file  return, 

supply  information,  or  pay  tax 

Any  person  required  under  this  title  to 
pay  any  estimated  tax  or  tax,  or  required  by 
this  title  or  by  regulations  made  under 
authority  thereof  to  make  a  return,  keep  any 
records,  or  supply  any  information,  who 
willfully  fails  to  pay  such  estimated  tax  or  tax, 
make  such  return,  keep  such  records,  or 
supply  such  information,  at  the  time  or  times 
required  by  law  or  regulations,  shall,  in 
addition  to  other  penalties  provided  by  law,  be 
guilty  of  a  misdemeanor  and,  upon  conviction 
thereof,  shall  be  fined  not  more  than  $25,000 
($100,000  in  the  case  of  a  corporation),  or 
imprisoned  not  more  than  1  year,  or  both, 
together  with  the  costs  of  prosecution. . . 
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FILING  A  FALSE  OR  FRAUDULENT 
RETURN  STATUTE 


§  7206.     Fraud  and  false  statement 

Any  person  who  - 

(1)  Willfully  makes  and  subscribes 
any  return,  statement,  or  other 
document,  which  contains  or  is  verified 
by  a  written  declaration  that  is  made 
under  penalties  or  perjury,  and  which  he 
does  not  believe  to  be  true  and  correct 
as  to  every  material  matter. . .  shall  be 
guilty  of  a  felony  and  upon  conviction, 
shall  be  fined  not  more  than  $250,000 
($500,000  in  the  case  of  a  corporation) 
or  imprisoned  not  more  than  3  years,  or 
both,  together  with  the  costs  of 
prosecution. 
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REPORTS  ON  DOMESTIC  COINS  AND 
CURRENCY  TRANSACTIONS  STATUTE 


§  5313.     Reports  on  Domestic 
Coins  and  Currency 
Transactions 

(a)  When  a  domestic  financial 
institution  is  involved  in  a  transaction  for 
the  payment,  receipt,  or  transfer  of  U.S. 
coins  or  currency  (or  other  monetary 
instruments  the  Secretary  of  the 
Treasury  prescribes),  in  an  amount, 
denomination,  or  amount  and 
denomination,  or  under  circumstances 
the  Secretary  prescribes  by  regulation, 
the  institution  and  any  other  participant 
in  the  transaction  the  Secretary  may 
prescribe  shall  file  a  report  on  the 
transaction  at  the  time  and  in  the  way 
the  Secretary  prescribes. . . 
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STRUCTURING  TRANSACTIONS  TO  EVADE 
REPORTING  REQUIREMENT  PROHIBITED 

STATUTE 


§  5324.     Structuring  Transactions  to 

Evade  Reporting  Requirement 
Prohibited 

No  person  shall  for  the  purpose  of  evading  the 
report  requirements  of  section  5313(a)  with 
respect  to  such  transaction  - 

(1)  cause  or  attempt  to  cause  a 
domestic  financial  institution  to  fail  to  file 
a  report  required  under  section  5313(a): 

(2)  cause  or  attempt  to  cause  a 
domestic  financial  institution  to  file  a 
report  required  under  section  5313(a) 
that  contains  a  material  omission  or 
misstatement  of  fact;  or 

(3)  structure  or  assist  in  structuring,  or 
attempt  to  structure  or  assist  in 
structuring,  any  transaction  with  one  or 
more  domestic  financial  institutions. 
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GRAND  JURY  FUNCTION 


Review  and  approval  of  indictments 
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GRAND  JURY 
BACKGROUND  INFORMATION 


16  To  23 
voters 
of  district 


4 


Need  12 
"yea"  votes 

for 
indictment 


"Sit"  for 
18  months 

-  Investigate 

-  Find  probable 
cause 

Role  of 
fact-finder 


Anything  that 
bears  on 
probable  cause 
is  admissible 


Evidence 
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■  Subpoena 

■  Immunity 
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SUBPOENA 


"Subpoena  ducus  tecum"  -  bring  records 
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IMMUNITY 


Granted  to  convince  witness 
to  provide  testimony 


Formal 

Judge  orders 


Informal 


Prosecutor  "grants" 
by  letter 
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GRAND  JURY  FUNCTION 


■  Investigate  Federal  Crimes 

■  Indict 
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EVIDENCE 


■  Anything  that  bears  on  the  truth  of 
the  matter 

■  Used  to  prove  elements  of  the  crime 
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BURDEN  OF  PROOF 


Beyond  reasonable  doubt 

Clear  and  convincing 

Preponderance  of 
evidence 

Probable  cause 

Suspicious  situation 


PROOF 
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TYPES  OF  EVIDENCE 

■  Direct 

■  Circumstancial 
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RELEVANCY 
AND  COMPETENCY 
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PRIVILEGED  COMMUNICATION 
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HEARSAY 


RULe  801 


Does  not  come  from  personal 
knowledge  of  declarant  but  from 
the  repetition  of  what  a  person 
has  heard  from  others 
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EXCEPTIONS  TO 
HEARSAY  RULE 

■  Confessions 

■  Prior  statements 

■  Statements  against  interest 

■  Res  gestae  statement 
(excited  utterance) 

■  Dying  declaration 

■  Official  records  rule 

■  Shop  book  rule 
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CHAIN  OF  CUSTODY 
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BEST  EVIDENCE  AND 
REQUIREMENT  OF  ORIGINAL 


1 


lOOl  &C  1002 

Best  proof  of  contents  of 
document  is  the  document 
itself 

Autiienticated  copy  may  be 
substituted  for  original  If  - 

-  Original  has  been  destroyed 

-  In  possession  of  another  party 
not  subject  to  legal  process  by 
search  warrant  or  subpoena 
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QUESTIONS  FACING 
INVESTIGATOR 


■  Where  to  look 
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Information  is  the  Key 
to  Successful 
Financial 
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INITIATING 
THE  INVESTIGATION 


■  Targeting  the  suspect  for  investigation 

■  Suspect  as  source  of  information 
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SOURCES  OF  INFORMATION 


■  Public  records 
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PUBLIC  RECORDS 


■  Real  estate 

■  Corporate 

■  Partnership 

■  Trusts 

■  Assumed  name  indexes 

■  Better  Business  Bureau 

■  Chamber  of  Commerce 

■  Uniform  Commercial  Code  Filing  (UCC) 
m  Court  records 
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BUSINESS  RECORDS 


■  Real  estate  purchases 
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CLOSING  STATEMENT 


Due 
Seller 

Buyer 
Credit 

Sales  price 

$120,000 

$(120,000) 

Earnest  money  down 

50,000 

Appraisal 

(800) 

Real  estate  commissions 

(4,200) 

Escrow  fees 

(300) 

(300) 

Additional  downpayment 

(5,000) 

60,000 

New  mortgage 

$110,000 

Balance  due  to  OR 
(from) 

$109,700 

$  99.700 
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DMV  APPLICATION  FOR  CERTIFICATE  OF  TITLE  AND  REGISTRATION 

VSA  17A  (REV.  6/91) 

TYPE  OF  APPLICATION  (Check  One): 

□  CERTIFICATE  OF  TITLE         □  REGISTRATION  ONLY          □  CERTIFICATE  OF  TITLE  AND  REGISTRATION 

□  CERTIFICATE  OF  TITLE  TO  A  MOBILE  HOME 
CERTIFICATE  OF  TITLE  FOR  (check  one):  □  REPLEVIED      □  SEIZED 

□  REPOSSESSED  (Vehicle  must  be  in  your  possasston)  □  SOLD  UNDER  COURT  ORDER-MECHANIC'S  LIEN-STORAGE  LIEN 

□  ABANDONED  (Applicant  for  title  vehicles  sold  under  Mechanic's  Lien,  Storage  Lien  and  Abandoned  Vehicles  must 
also  complete  Form  VSA  41,  "Affidavit  of  Compliance." 

ALL  APPLICANTS  MUST  COMPLETE  SECTIONS  1,2,3,4,5  and  8.  COMPLETE  OTHER  SECTIONS  AS  REQUIRED 

1.  OWNER  INFORMATION  (MUST  be  completed  by  all  applk»nts) 


eWHH'S  tUIE  (FUST.  UBSLE.  U3I) 

SMULSECUnirTIDBBEn 

If  this  appllcmlon  is  for  Joint  ovmership,  do  you  wish  to  clear  rights  of  ownership  to  be  transferred  to  the  survivinj 
owner  named  on  this  titie?  Pieasa  indicate  by  checldng  one  of  the  foiiowing.  □  YES  □  NO 

I  owner  in  the  event  of  the  death  of  either 

euwNuc  luuE  (nnsT.  mddu.  last) 

saeiu.seeuniTVNUUBEReRRoeiuLDua.  

-OWRBrffWnEFnOJDBESS  

UiilUUiUSN  STSTE  ZTCSDE 

VEiiieif  MMCiPAav  uusEB  iN  eirv  on  eemnv  W: 

□  CITY  OF                                                   □  COUNTY  OF                                 TOWN  YOU  RESIDE  IN.  IF  ANY, 
9    1  Ikm  INi:nRUATinM  _  nnmnloto  fhic  saction  II  ihis  vahicia  is  nlaoaaa  as  sacurttv.  It  no  lien  cnecK  oniV  this  DIOCK  U 

UAIkU-hlieii  utn  

ukNMiuiursiinE 

-TEHnOiXER'S  iUIUiia  Adoh 

CirrORTuwn 

STATE 

£r  CUOE 

-rarrroFSECoNDUEN 

IXNHDLOERSHUIE 

UEN  HOLDERS  lUlUHU  ADOH 

ESS 

eiTVORTOWN 

STATE 

ZPCODE 

3.  SOURCE  OF  OWNEHbHiP  (Muiil  oe  compietea  oy  all  applicants) 

-mms  sou  to  tou  as  (cwck  om- 

□  USED       QNEW        aOEMaNSTRATOR  OSALVAQE 

VA.  DEALER  UC.  HO. 

DATE  OF  njHUHASE 

FROH  WHOM  PURCHASED 

STREET  AOOHtSS  

 UliTUNIUmi 

STATE 

UUIWL  

SALES  AND  USE  TAX  

4.  VEHICLE  INFOHMAIION  (Mu^T  be  completed  by  ail  applicants) 


HAKE 

■OOTTTR 

VODkLTIiAR  

-met 

rU5T1TU!jlHBE!r~ 

-STATE 

VEHieU  IDEHmUTKiN  MHBEfl 

ENPTVWbnHI 

TRUCKS  a  TRAILERS  OMLV 

onosswr. 

NO.  Ijr  AALES 

CHASSB  •TOWWTK3H:  COHPtETE      "•"^  """^ 
FOR  HULTKSTAQE  VEMCLES  ONLY 

YEAR  CHASSW 

lOENnFICATION  NUMBI 

ER 

AOntBUSESONLT)  

A  vehicle  is  Multi-stage  If  its  chassis  and  body  ere  manufactured  as  separate  units  with  different  make,  model  year,  and/or  chassis  ID  number. 

(ALL  APPLICANTS  MUST  COMPLETE  ODOMETER  AND  CERTIFICATION  STATEMENT  ON  REVERSE  SIDE) 

THIS  SECTION  FOR  DMV  USE  ONLY 


WmiUEM  □ 

YES 

□  NO 

COUNTER  CLERK 

OATAENmr 

REASSOMATKMi 

LttEMM  KATE  NUMBER 

EXPIRATION  DATE 

DATA  ENTRY 
CLERK  STAMP 


SALEPMCE 

TAX 

TITLE  FEE 

UCENIEFEE 

UNVFEE 

TRANSHRFEE 

TOTAL 
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State  of  Wisconsin 
CERTIFICATE  OF  RECORD  COPY 

Division  of  Motor  Vehicles 


Copy  of  (Racord  Dsscnption) 


Record  of  Certificate  of  Title  number  8931226068  in  the  name  of  Charles  H.  Brown.  Maple  Lane.  Madison.  Wisconsin; 
reverse  side  of  record  of  Certificate  of  Title  shows  Title  Assignment  form  Charles  H.  Brown  to  Don  Miller  Dodge.  Inc.; 
date  of  sale  October  5.  1989;  Application  for  Title/Registration  number  8931226068  in  the  name  of  Mary  Smith.  High 
Ridge  Trail.  Madison.  Wisconsin  showing  vehicle  purchased  used  from  Don  Miller  Dodge.  Inc.;  Date  purchased  and  date 
first  operated  this  vehicle  in  Wisconsin  as  resident;  Received  October  24.  1989.  opened  October  25.  1989;  Processed 
November  8.  1989  showing  1990  graphic  automobile  license  plates  EYV375  transferred,  expiring  the  end  of  September 
of  1990;  Wisconsin  title  issued  in  the  name  of  Mary  Smith;  no  secured  party  listed;  full  purchase  price  S  10.620.00;  Less 
trade-in  allowance  $2,095.00;  amount  subject  to  tax  $8,525.00;  Odometer  Disclosure  Statement;  Lien  release;  All  covering 
a  1987  Dodge  two  door  identification  number  lB3BA54kEXHG  104749.  No  record  of  subsequent  transfer  in  our  fdes. 


I  certify  that  the  annexed  photographic  copy  of  the  above  described  record  has  been  compared 
with  the  original  on  file  with  this  division  of  this  department,  and  the  same  is  true  and  correct 
copy  of  such  original  record. 

In  testimony,  I  sign  and  affix  the  Seal  of  The  Department 
of  Transportation  in  the  City  of  Madison,  this  date 

Joyce  geCderman 

Joyce  Gelderman,  Acting  Administrator 
Division  of  Motor  Vehicles 


MV1178  690  Photographic  Copy  Only 
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BANKS  AS  A  SOURCE  OF 
INFORMATION 


Banks  help  investigators  trace  the  flow  of  money 
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TYPES  OF 
BANK  TRANSACTIONS 


Account 

■  Withdrawals 

■  Deposits 

■  Credit/debit  memos 


Non-account 

■  Loans 

■  Bank  checks 

■  Currency  transactions 

■  Wire  transfers 

■  Safe  deposit  box 

■  Bank  credit  cards 
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SIGNATURE  CARD 


(FRONT) 


The  undersigned  enter  into  bank-depositor  agreement  with  the  National  Bank  and 
agree  that  this  account  shall  be  carried  by  said  Bank  as  a 
( )  CHECKING  account  and  that  all  funds  on  deposit  in  said 
( )  SAVINGS         account  shall  be  governed  by  said  Bank's 
by-laws,  all  future  amendments  thereof,  all  regulations  passed  hereafter  to  be 
passed  by  its  Board  of  Directors  pursuant  to  said  by-laws,  and  by  all  rules  and 
practices  as  to  interest  and  service  charges  of  said  Bank  relating  to  said  account.  If 
presented.  Bank  is  authorized  to  mail  or  hold  statements  indicated  on  the  reverse 
hereof.  Undersigned  agree  that  this  agreement  shall  be  governed  by  the  national 
Banking  Laws  and  the  laws  of  the  Commonwealth  of  Virginia.  Undersigned  further 
agrees  that  all  funds  now  on  deposit  or  which  hereafter  may  be  placed  on  deposit  of 
said  account  shall  be  the  property  of  the  undersigned  as:  ( )  INDIVIDUAL         ( ) 
TRUSTEE  ( )  JOINT  TENANT  with  rights  to  survivorship  who  may  withdraw  funds 
upon  a  number  of  signatures,  indicated  below  except  in  the  event  of  conflicting 
demands  of  the  undersigned,  the  Bank  may  require  all  signatures  of  the 
undersigned.  Undersigned  also  agree  that  in  the  event  of  death  of  any  of  the  joint 
tenants,  the  survivor  will  notify  the  bank. 

The  Bank  hereby  authorized  on  JOINT  TENANCY  account  to  accept  and  cash,  or 
to  deposit  to  the  account,  all  checks  payable  to  any,  or  all  of  the  undersigned  when 
endorsed  by  any  of  us,  or  one  for  the  other. 
Number  of  signatures  required  to  withdraw  funds  

Sec. 
Number 

1. 


2. 


3. 
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ERIC 


SIGNATURE  CARD 


(BACK) 


1st  Signature        1st  Signature        1st  Signature 

Address 

City 

Telephone 

Occupation 

Employer 

Birthplace 

Mother's 
Maiden  Name 

Said  Bank  is  hereby  authorized  to: 


( )  MAIL  all  statements,  vouchers,  and  notices  to  the  address  indicated 
above. 

( )  HOLD  all  statements,  vouchers,  and  notices  until  called  for.  If  not 
called  for  after  30  days,  said  Bank  may  mail  statements,  etc.  to  the 
address  indicated  above.  If  the  above  mailed  statements,  vouchers  and 
notices  are  returned  undelivered,  said  Bank  is  authorized  to  destroy 
same  (2)  years  thereafter. 

Bank  is  relieved  of  all  liability  for  items  lost  in  delivery  by  U.S.  Mail  or 
otherwise,  or  not  called  for  by  the  depositor. 


FOR  BANK  USE  ONLY 


PREVIOUS 
BANK/BRANCH 

TYPE  ID 

DATE  OPENED 

OPENED  BY 

OPENING 
DEPOSIT 

DATE  CLOSED 

CLOSED  BY 

CLOSING 
BALANCE 

REASON  CLOSED 
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Checking  Account  Summary 


National  Bank  of  the 
Nation 


CUSTOMER  SERVICE-OPERATIONS  CENTER 
P.O.  BOX  0001,  WASHINGTON,  DC  20009 

NATIONAL  BANK  OF  THE  NATION 


ANTHONY  BENIDECT  STATEMENT  PERIOD 

1229  SPRINGTIDE  PL.  NW  03/20/92  -  04/20/92 

WASHINGTON,  DC  20001 

IF  YOU  HAVE  QUESTIONS  ABOUT  YOUR  ACCOUNT,  PLEASE  CALL  202-555-111  OR 
TOLL  FREE  800-222-9999   


1,532.46  MINIMUM  BALANCE  1,040.33 

10,041.94+  AVERAGE  BALANCE  4,304.59 
0.00+ 
1,246.60- 
0.00- 
0.00- 

10,327.80   


CHECKING  SUMMARY  FOR  ACCOUNT  097405813 

BEGINNING  BALANCE 
3  DEPOSIT(S)  TOTALING 
INTEREST  THIS  PERIOD 
8  DEDUCTION(S)  TOTALLING 
OTHER  DEDUCTIONS 
SERVICE  CHARGES  THIS  PERIOD 
ENDING  BALANCE  

DESCRIPTION  OF  ACCOUNT  TRANSACTIONS 

BEGINNING  BALANCE 

CASH  WITHDRAWAL  TRANS  #4552 

LANDMARK  1  Alexandria  VA 

CHECK  546 

CHECK  547 

PURCHASE 

MOBIL  Herndon  VA 

CASH  WITHDRAWAL  TRANS  #0849 

WEST  VILLAGE  Washington  DC 

DEPOSIT 
CHECK  548 
DEPOSIT 
CHECK  550 
549 
DEPOSIT 


DATE  AMOUNT  BALANCE 

$  1,532.46 


03/22  100.00-  1,432.46 

03/23  67.25-  1,365.21 

03/27  234.63-  1,130.58 

03/28  15.25-  1,115.33 

03/30  75.00-  1,040.33 

04/01  1,645.97+  2,686.30 

04/01  623.34-  2,062.96 

04/02  6,750.00+  8,812.96 

04/05  118.23-  8,694.73 

04/12  12.90-  8,681.83 

04/15  1,645.97+  10,327.80 


ENDING  BALANCE 


$10,327.80 


SOURCE  AND  DISPOSITION 
OF  DEPOSITS 
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DEPOSIT  TICKET 


F 

nCDriQIT  TIOI^CT 

ucri^oi  1  1  iv^i>,c  1 

_____ 

Anthony  Benldect 
1229  Springtide  Place.  N.W. 
Washington.  D.C.  20001 

CASH 

CURRENCY 

4,500 

00 

COIN 

15-099 

UST  CHECKS  SmOLY 

2.250 

00 

540 

:\ 

nATP                    April  2      19  92 

TOTAL         OTHER  SIDE 

DEPOSITS  MAY  NOT  B£AVAILABl£  FOR  IMMEDIATE  WnHDRAWAL 

TOTAL 

6.750 

00 

USB  OTHER  SII»K» 
ADDm(X4AL  LISTING 

w- 

SIGN  HERE  FOR  CASH  RECEIVED  (IF  REQUIRED)  ^ 

LESS  CASH  RECEIVED 

NET  DEPOSIT 

6.750 

00 

1 

;\ 

NATIONAL  BANK  OF  THE  NATION 

I:  054000991  1:      097405813  "' 

9  9  8  7 

83b 


83G 


BANK  OPERATIONS 


DEPOSITOR 

— \  

I  

DEPOSrmCKCT 


-mANSACTiON 
ENTRY  POINT 


TRANSfTITEMS 
ChAcks  dFKwn  on 
out-of-town  tMHlO 


X 


CORRESPONDENT 
BANKS 


PROOF  DEPARTMENT 
Indepsndent  voriflcaflon 
o(  tiUc!**  wwkand  tortino 
of  ItMns 


OUTCLEARINQS 
Checks  drawn  on  bank* 
whhlniiM.  usually 
handM  through 
dwringhoux 


ON-US 
Chocks  drawn  on 
this  bank  and 
dsposlttidwts 


INTERNAL 
DEPARTMENTS 
Dsbltsand 
Credits 


3" 


FEDERAL 
RESERVE 
BANKS 


CLEARINQHOUSE 
Exchanging  of  chacks 
among  k>cal  banks 


BOOKKEEPINQ 
DEPARTMENT 

To  be  postwl  to  customar's 
accounts 


Cdlaction  of  out-of- 
town  oheok*  reoolt«d 

fromc 
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PROOF  NUMBERS 


Jan  «593  •  777051734 
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MICR  ENCODING 


NATIONAL  BANK  OF  THE  NATION 

Check  Routing  Symbol 


I  BaokCode 


I:  o's  4  o'o'o  9  9  1 1: 


097405813" 


Account  Number 
.Cbeck  Numbs 


Check  Amoimt 


0  5  4  8 


■  ■■ 


0  0  2  3  4  6  3 


t 


Pre-qualifying  Number 


Post-qualifying  Number 


83ii 


4789 

(R<v.J«n>ur(I990) 
0««irt*tnto(thtTnuury 
inMfMi  R»MM  Stivic* 


Currency  Transaction  Report 

►  for  Nptwwt  Wttortlin  Oct  MtMo, — 9»f  Z. 

(Comtltt»all»oolle»bhe§rti—Sminttwetions) 


OMBNOl  154S4IS3 


I  Chtekmoniprimbomtf:  tniends prior itpeq 


!>□  — iii>tlon«wH€icwd«a.        cQ  luniKaouiUinMrtion. 


[jliflPI  MantltyoflBdIriduilwtiocoiidticttdthUtfMwactloBwHhthtmwnc 

2  H  mori  th»n  on«  waivklutl  it invnuml.  w  iMlnictlOMiml  cluck twt  ■ 


3  Rn 


ionHin»4-15b«tow»fenotMI»compW«d(eliKti»lliPI*c»b(»ll0»«):  •□  Armore* c»ri«vie«(n»int) ►  

n   l%Wdtpci»itOfATMt»»i«ncti(in        <  □  MuWBHtiinMCtKKtt(M«iimnicton5) 


ii  UBiMiiythiiiiTitnt 


4  Lutrain* 


SFitslraiM 


•  Mdtcss(numtitriiid  street} 


10  City 


tIStiti 


12  ZIPcoda 


•  MiddlilnHiil 


7  Social  Mcurity  numtar 


•  Occupation,  pro(asion,  or  businm 


ItOountiyOfnatUS.) 


U  Data  of  Mtli  (ica  instiuctiom) 

1     I     i     I  i 


IS  Mtthodustdtovarifyldairtttr-      a  Daacrteidcntitication  ^ 
b  Inuid  t»y  » 


cNumbac  ^ 


■tJWlll  i»«f«iin(M«OtB«r»lln«tfuctloiw)onwhowfc«lwHMilttfiiiMCtlonwMC^^ 

16  l»ttii»ti»iiMctionwasconductedoob«taHo»niBi»th>nei>apai»on.aaainitrMCti«n»aiidch^  . 


19  l„dl,Kluai'slastnaineorOi|HUation-.nam    |20F.iitnama  1 21  Middk Initial  |22SoclaUaeurtt/ numbar 


23  AiHfiidemiticatlon.  a  DtscripaldBnlHicalien 
k  issutd  b»  ►   


c  Number  ^ 


Emptoyar  idantmcation  numbar 


24  Address  (numbei  and  stratt) 


2C  City 


27  State 


2>  ZIP  coda 


2S  Occupation,  praftslon.  or  buskiatt 


{•CeuntfyCMmlU^) 


30  Data  of  Urth  (aa*  imtructiora) 

i      I       i      I  i 


|i{!|illllT..Htlictwrt»«i<iitiit*i»iW«clHtefc.i«icatt  (llll»WllMWl>t«t»IIIWt»l»«.W«l««'IIWl«iNCW>»WMrttjj!^ 

SI  •  □  Savtnes  »■  ...  Secuf«e»»-   □  CO/MoneifinaiKM  »■  

cDcheckin,*.   loan  ».   o  □  othar(ipae«y)  ►  

□  »  □         »  B  1  


Ty  p»  o«  tranfctton.  Chcefc  appHcaM*  bwt»  to  d  wci»>  twntietlOB 


32  (  □  CurrwKy  aachange  (currency  tor  currency) 

33  CASH  IN:  CO/Monaymaitietpwchtsed 
•  □  Deposit  "O  Farwiratnnifer 
«□  SecurilypurcftMed      »□  Racal(«tro«B  abroad 

—  «□ 


'  □  CtiedcpurctMUd 


OtheftwadWI 


34  CASH  OUT: 
<□  ChackcasM 
'  □  SKurftyiadaaatad 
*□  Withdrawal 


■  □  CD/Money  market  redeeflied 

"  O  Fromeiiretiantler 

•  □  ShipiMntabroad 

1  □  OtliarftmcifY)^  


37  Datsoftriraction 
(Mletfndloti) 


3S  TcUl  amount  of  currency  tramactien  (m  UjS. 
dollar  eounelent)  (atmayi  round  up) 

UAmt   « 

Ctitwil  t  JS  

»»ttotharthenU.S.cun»neyi«ln«ol»ed.ple»»efumlibt»ia»o(ki«iniintortn«ion:  bEatJ^nieiiiadaU  lororD  fct«nU.S.c«iiiiney 
k  Country  e  Ainounl«»«iBine)f(lnUS.dollw»»»»lenl)  » . 

»  Country   c  Amount  Xeyfiencv  fin  U.S.  dollar  aaHaalenM  » 

3t  Kanoietiableinttnmentorme 


.00 
.00 


tnnrier»ie«liwet»edlnthi«ti»iiaKto.>li>eatMrnMith*WI^  *■  ^ 


a  Number  olne(oliaMeinttrumentslmal»ad   «  Total iWOUBtelelnigtieMaiiistnwianb art 

b  Number ot wire tranttewinwlKed  I  allweelranewnCnUS.fciwequiw^ent) 


.00 


Financtol  iBttttutlOB  whf  >  tr»Bi>ctlon  toolt  plaw 


40  aD  Bank  («rter  code  number  from  Injtniction*  here)  ►  (  1 

bP  Sawnipendioanenocietion  c  □  Credit unkw    «□  SecurWeabroliir/aealer    eP  Other (ipecHy^ » 


41  NameofhnencielinitKution 


44  C>ty 


43  Addntt«ihar«thetiwMciionoccun«d(i«alMtnictlont) 


4SSIat* 


4S  ZIPcbde 


47  MKD  number 


43  lUhisisamultlTlatnnsfetion, 


Sl(n 


a  Number  of  tnwactlona   c  BPcodet*' 

 b  Number  otfa<enche»» 


4t  Si(iiatura  (preparer) 


it  Type  or  print  ptaperar'e  name 


43  Emptoyar  Mntitication  number 


Social  aecurity  number 


WTWt 


93  AppfsnlatetNcial  (Minatun) 


MOata 


SI  Data 


59  Tslvptom  iMKnbcr 


J. 


ERIC 
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z 
o 
> 


< 
m 
w 


O 
z 

w 


o 

— \ 


o 

0) 


B 
o 

3 

tn 

U 

tn 

oi 

^  to 
3.  D> 

§  iS 
o 

3  M 


CHECK  FRONT 

ABA  Transit  Number. 


Check  Routing  Symbol 


Pre^ualifying  Number 


Post-qualifying  Number 


843 


ERIC 


CHECK  BACK 


lENDUHBb  HbHfc 


FOR  DEPOSIT  ONLY 
PETE'S  CLOTHING  WAREHOUSE 


DO  NOT  WRITE  BELOW  THIS  LINE 


MAR  2593-777051734 


< —  DEPOSITOR 

ENDORSEMENT 


<—    PROCESSING  DATE/ 
PROOF  NUMBERS 


< —    BANK  PROCESSED 
THROUGH 


ERIC 
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CASHED  CODE 
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CHECK  ANALYSIS 


ANALYSIS  BY  PAYEE 

Date 

Virginia 
Electric 

Date 

Franklin 
Gardens 

1/23 

$101.79 

1/3 

$650 

2/21 

$121.32 

2/2 

$650 

3/21 

$92.56 

3/1 

$650 

4/25 

$87.87 

5/21 

$59.12 

5/2 

$650 

6/27 

$63.45 

6/2 

$650 

7/22 

$79.73 

7/1 

$650 

8/20 

$98.92 

8/3 

$650 

9/23 

$92.83 

9/2 

$650 

10/21 

$64.55 

10/1 

$650 

11/24 

$58.52 

12/28 

$87.62 

12/2 

$650 

FINANICAL  INVESTIGATIONS 
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CREDIT  AND  DEBIT  MEMO 


CREDIT  AND  DEBIT  MEMOS 

CM  (+) 

DM  (-) 

Interest  earned 

Interest  payment 

Loan  proceeds 

Loan  payment 

Wire  transfer  in 

Wire  transfer  out 

Special  collection  of 
funds 

Check  printing  fees 

Transfer  between 
accounts 

Transfer  between 
accounts 

Electronic  deposit 

Electronic  withdrawal 

847 
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ERIC 


Loan  Application 


AMOUNT  APPLIED  FOR  PURPOSE  OF  LOAN  (MUST  COMPLETE) 
$ 

LENGTH  OF  REPAYMENT  (MONTHS 

□12  OIS  024  030  036  D*6  ast  060  oOTHER 

ACCOUNT  NO 

PAYROLL  DEDUCTION 

CHECK  BOX  TO  INDICATE  WHOM  THIS  INFORMATION  IS  ABOUT 
o  CO-APPLICANT    □  SPOUSE    □  EX-SPOUSE    □  GUARANTOR 

NAME  OF  APPLICANT 

SSN 

NAME  OF  JOINT  BORROWER 

SSN 

PRESENT  ADDRESS  -  STREET 

NO  OF  YEARS 

PRESENT  ADDRESS  -  STREET 

NO  OF  YEARS 

CITY.STATE.ZIP 

CITY.STATE.ZIP 

PREVIOUS  ADDRESS  (COMPLETE \f  PRESENT  AODRESS  LESS  THAN  3  VEARS) 

PREVIOUS  AODRESS  (COMPLETE  IF  PRESENT  AODRESS  LESS  THAN  3  VEARS) 

HOMEOWNERS  PLEASE  COMPLETE 

PURCHASE  PRICE         BAL  OWED  MARKET  VALUE 

HOMEOWNERS  PLEASE  COMPLETE 

PURCHASE  PRICE         BAL  OWED  MARKET  VALUE 

HOME  PHONE 

BIRTHDATE 

»ofde;  'ndents 

HOME  PHONE 

BIRTHDATE 

»  OF  DEPENDENTS 

EMPLOYER  NAME  AND  ADDRESS 

YEARS  EMPLOYED 

EMPLOYER  NAME  AND  ADDRESS 

YEARS  EMPLOYED 

EMPLOYER  PHONE 

JOB  DESCRIPTION 

OTHER  INCOME  SOURCE 

EMPLOYER  PHONE 

JOB  DESCRIPTION 

OTHER  INCOME  SOURCE 

PAY  FREQUENCY  (VERY  IMPORTANT 

a  MONTHLY                  □  BIWEEKLY                 □  OTHER 

GROSS  NET 

PAY  FREQUENCY  (VERY  IMPORTANT 

a  MONTHLY                  □  BIWEEKLY                 □  OTHER 

GROSS  NET 

PREVIOUS  EMPLOYMENT  (COMPLETE  if  LESS  than  3  yearsi 

YEARS  EMPLOYED 

EMPLOYMENT  (COMPLETE  IF  LESS  THAN  3  YEARS) 

YEARS  EMPLOYED 

AUTOMOBILE 

YEAR         MAKE         MODEL       BAL  OWED 

AUTOMOBILE 

YEAR         MAKE         MODEL       BAL  OWED 

AUTOMOBILE 

YEAR         MAKE         MODEL       BAL  OWED 

AUTOMOBILE 

YEAR         MAKE         MODEL       BAL  OWED 

NEAREST  RELATIVE  (COMPLETE  NAME  &  ADDRESS) 

PHONE 

NEAREST  RELATIVE  (COMPLETE  NAME  &  ADDRESS) 

PHONE 

NEAREST  RELATIVE  (COMPLETE  NAME  &  ADDRESS) 

PHONE 

NEAREST  RELATIVE  (COMPLETE  NAME  &  ADDRESS) 

PHONE 

BANK  (NAME) 

TYPE  OF  DEPOSIT  ACCT 

INTEREST  RATE 

BANK  (NAME) 

TYPE  OF  DEPOSIT  ACCT 

INTEREST  RATE 

CREDIT  INFORMATION,  OUTSTANDING  DEBTS 

List  All  D*bts  I  e  Car  Loans.  Bank  Loans.  Financ*  Companios.  Cr»dit  Unions  D«pl  Storvs.  Credit  Card  Accounts.  Child  Support.  AI»Tion)r.  Attach  Addrtnnal  Sheet  it  Neoessary 


Name  of  CredHors 


Interest  Rate 


Value  of  Assets  If  Secured  Loans 


Monthly  Payments 


Balance  Owed 


Amount  Past  Due 


1.  Mtg/Rent 

2.  Auto  Pmt. 

3^  

4. 


6. 


7. 


8- 


You  authorize  the  credit  union  to  obtain  and/or  furnish  information  ccnoerning  your  credit  affairs  to  any  association,  firm  corporation  or  personnel  oftic*  When  you  accept  or  endorse  a  check 
advanced  to  yo  under  thrs  Plan  you  agree  to  the  terms  and  abo  acknowledge  recept  of  ( 1 )  information  regarding  billing  enors  or  inquines.  (2)  the  LOANLINERa  Credit  Agreement  and  Truth  in 
Lending  Disclosures  You  agree  to  make  payments  of  the  amount  and  at  the  time  shown  on  the  voucher  accompanying  the  check  tf  security  and/or  a  change  in  terms  ts  noted  on  the  voucher 
your  endorserrtent  constitutes  acceptarce  of  the  terrm  of  the  security  agreement  and/or  the  change  in  terms   tf  the  advarce  will  be  secured  by  shares  and/or  deposits,  you  pledge  the  shares 
and/or  deposrts  shown  on  the  voucher 

You  further  understand  that  when  applicable,  a  Parsorul  Mentrfcation  Number  (PIN)  may  be  issued  This  PIN.  when  vabdated  will  allow  you.  the  co-apphcant  and  any  authorized  users  to 
access  your  credit  unions  CREDIT  CARD/ATM  accounts  through  partcpating  Automated  Teller  Machine  (ATM)  networks,  subject  to  the  ternv  and  discbsures  of  the  ack/iowledgement  of  receipt 
and  agreement  to  the  terms  of  the  CREDIT  CARD/ATM  Access  Card  disclosures 

You  promise  that  everything  you  have  stated  in  ths  application  s  correct  to  the  best  of  your  kncwtedge  and  that  the  above  inforrrution  is  a  comptete  Isting  of  all  your  debts  and  obligations  You 
authonze  the  credit  union  to  check  your  errployment  and  credit  history  and  to  obtain  credit  reports  in  oonnedion  with  this  application  for  credit  and  for  any  update  renewal  or  extension  of  the 
credit  received    It  you  request  the  credit  union  will  tell  you  the  name  and  address  of  any  credit  bureau  from  which  it  received  a  credit  report  on  you   You  understand  that  it  s  a  federal  crime  to 
wtHuKy  and  deliMfately  provide  incorrplete  or  incorrect  mformation  on  ban  applications  made  to  federal  credit  unions  insured  by  the  NCUA 


APPLICANTS  SIGNATURE 

DATE 

CHECK  ONE 

DATE 

X 

(SEAL) 

□CO-APPLICANT 
X 

□GUARANTOR  SIGNATURE 
(SEAL) 

ERIC 
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848 


Transparency  17 

Chapter  5  Financial  Institutions  as  Sources  of  Informabon 


CASHIER'S  CHECK 


American  Security 

And  Trust  Company 
Sterling,  GA. 

15-55 
540 

1-59199 

REMITTER 

G.  York 

Date 

January  19.  1993 

Pay  To  The  Order  Of       BACHE  CO. 

TEN  THOUSAND  AND  NO/100  

Dollars 

CASHIER'S  CHECK 

Lois  "E.  Smith 

Treasurer 

00732980 

:0540  0  0055:  00940  09  958 

0001000000 

8^9 
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SOURCE  AND  DISPOSITION 
OF  BANK  CHECKS 


The  National 
BANK 


Lease  of 

Safe  Deposit  Box 

By  Two  or  More  Persons 


Box  No  RenUI  $  K»y  Nr.  Dats  

(Due  annually  in  advance) 

the  lessor,  in  consideration  o(  rental  at  the  above  annual  rate  the  recept  of  one  annual  installment  of  which  is  hereby  acknowledged,  by  these  presents 
leases  unto  the  undersigned  lessees  its  sale  deposit  box  bearing  the  above  number,  and  the  space  necessary  for  its  reception,  situate  in  its  Sale  Deposit  Vault  in  its  banking 
house  at  from  the  date  hereof  to  .  renewal  in  subsequent  terms  of  one  year  each  upon  the  same  general  terms  conditions 

and  agreements,  as  are  herein  contained,  and  in  the  event  that  a  renewal  lease  m  writing,  shall  not  be  executed  and  delivered,  then  this  instrument  shall  of  itself  operate  as 
and  be  held  to  be  renewal  or  successive  renawab  hereof,  subject  tc  the  right  of  cancellation  as  herein  provided 

21  If  the  lessor  do  not  wish  access  to  be  given  in  accordance  with  the  provisions  of  paragraph  20  above  and  wish  to  require  'he  presence  of  two 
or  more  lessees,  whenever  access  b  given  to  the  sale  depcsit  box.  speaal  instructions  in  writing  relative  thereto  must  be  given  to  the  lessor  Unless  such  sp-oial  instructions 
are  giv«n  at  the  time  of  execution  of  this  agreement  it  shall  be  presumed  ttiat  paragraph  20  has  been  approved  and  shall  be  applicable  Whenever  special  instructions  are  given 
requinng  the  presence  of  moit  than  one  lessee  at  the  time  of  access  and  one  of  said  lessees  shall  die.  hs  pereonal  representative  shall  thereafter  act  in  hs  place  and  stead, 
unless  the  special  instructions  provide  othepMse 

The  National  Bank, 
Laeeor 


For  Sale  Deposit  Department 

We  have  read  the  above  contract,  the  meaning  of  which  is  clear  to  me.  The  provisions  of  paragraph  9  limiting  the  value 
of  property  in  the  safe  deposit  box  are  satisfactory  to  us  and  we  do  not  desire  to  place  a  greater  maximum  valuation  on  said  property. 


Deputy  Appointed  ^  ^ 

Lessee 


Date 

Lessee 

Sp«aal  Instructions  " 

ktontffl  cation 

Name 

Name 

Name 

Rftsidenoe 

Residence 

Residence 

Phona 

Phone 

Phone 

Ennpk)vm»nt 

Employment 

Employment 

Address 

Address 

Address 

Phona 

Phone 

Phone 

Date  of  Birth 

Date  of  Pith 

Date  of  Birth 

Place  of  Birth 

Place  of  Birth 

Place  of  Birth 

ft.  ..tier's 

Maiden 

Nanie 

Mother's 

Matden 

Name 

Mother's 

Maiden 

Name 

Soaal  Security  Number 

Soaal  Security  Number 

Soaal  Security  Number 

Surr«ndtr 

Date 

1  hereby  certify  that  th«  property  stored 

in  Box  No          covered  by  this  contract,  has  been  safely  withdrawn  and  the  said  box  is  hereby  surrendered 

Lessee 

Keys  given  to  and  Imx  lound  errpty  by 


Fo>  Sale  Deposit  Department 


MBW  SC  '06 
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■  Dividends 

■  Bonds 

Corporate 
l\/lunicipal 

■  U.S.  Government  Obligations 

Treasury  Bills 
Treasury  Notes 
Treasury  Bonds 

■  Registered  Bonds 

■  Coupon  Bond 

■  Registered  Coupon 

■  Exchanges 
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COMMODITIES 


■  Future  Contracts 

■  Exchanges 
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FOLGER  NOLAN  FLEMING  DOUGLAS 
Incorporated 

TYPE  ALL  INFORMATION 

1 .  White  Copy  -  New  Accounts  -  2nd  Floor 

2.  Yellow  Copy  -  R.R. 


NEW  ACCOUNT  APPLICATION 


NAME 


FIRST 


_MR 

.MRS 

_MISS 


MIDDLE 


R. 


LAST 


SERVICE 


RESIDENCE  ADDRESS  NUMBER  AND  STREET 

1111  Constitution  Avenue  ,  N,W. 


CITY 

Washington,  D.C. 


STATE 


20224 


HOME  PHONE 

!202)  184-3291 


BUSINESS  PHONE 


EMPLOYER  S  ADDRESS 


EMPLOYER'S  BUSINESS 


CUSTOMER  S  OCCUPATION 

Ret  ired 


IF  MARRIED  WOMEN-STATE  HUSBAND'S  NAME.  OCCUPATION  &  EMPLOYER 


BANK  OR  COMMERCIAL  REFERNCE  AND  ADDRESS 

Fairfax  County  Ntl.  Bank,  Yorktowne  Branch,  Fairfax,  Va. 


HOW  WAS  ACCOUNT  OBTAINED? 
□  REFERRAL  ■  WALK-IN 


□  ADVERTISING        □  OTHER 


WAS  CREDIT  CHECK  MADE?  IF  SO.  STATE  WITH  WHOM 

Yes  -  Capitol  Service  Bureau,  Washington,  D.C 


IF  POWER  OF  ATTORNEY.  STAT  IN  FAVOR  OF  WHOM 

M.  Bierman,  Annandale,  Virginia 


SPECIAL  MAILINQ  INST!1UCTONS 


None 


OFFICE  ACCOUNT 

16  0nb2 


RR 

SIP 


□  CASH 


MARGIN 


TRUTH  IN  LENDING  LETTER  DELIVERED 


SOCIAL  SECURITY  NUMBER 

691-3G-4177 


DATE 

Odober  7.  1974 


OVER  21 
YES  □  NO 


U  S  CITIZEN  COUNTRY  OF 

■  YES       □   NO   NON-RESIDENT  ALIEN 


EVER  HAD  AN  ACCOUNT 
WITH  COMPANY? 

□   YES      B  NO 


RELATED  TO  ANY  COMPANY  OFFICER  OR 
EMPLOYEE? 

□    YES     ■     NO  WHOM? 


HOW  LONG  HAVE  YOU  KNOWN  CLIENT? 

Walk -in 


INITIAL  TRANSACTION 

Rec'd  50  s  PYC  common 


EMPLOYEE  OF  NYSE  BROKER.  BANK. 
INSURANCE  CO..  OR  TRUST  CO  ? 

□   YES     ■  NO 


REG  REP  SIGNATURE 

Homes  94iUigan 


PLEASE  TYPE  REG.  REP  NAME 
James  A.  Milligan 


OFFICER  S  APPROVAL 


OFFICER  (VOTING)  APPROVAL 


It  IS  understood  that  this  is  a  general  outline  and  can  change  trom  time  to  time. 


INVESTOR'S  INDICATED  OBJECTIVE 

COMMENT  AS  TO  INVESTOR'S  GENERAL  OBJECTIVES 

Short  to  Intermediate  Term  Gains 


STANDING  INSTRUCTIONS: 


PAY 

PROCEEDS 


SALES: 

HOLD 
FUNDS 


PURCHASES: 


D  TRANSFER 
&SEND 


REMARKS 


D  TRANSFER  ■  SEGREGATE 

&HOLD 

 las  directed  bv  r\  jpnr I 
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854 


CUSTOMER  ACCOUNT  CARD 


CLIENT                Anthony  Benidect                               ACCT.  N  40-3801 

HOME  ADD.    1229  Springtide  Place,  NW      HOME  TELE.  (202)555-7896 
Washington,  DC  20001 

BUS.  ADD.             94  West  Avenue                        BUS.  TELE.  (703)555-3654 
Sterling,  VA  22170 

INVESTMENT  OBJ.  Growth 

SPECIAL  INST.  None 

DESCRIPTION 

BOUGHT 

SOLD 

APPROXIMATE 

DATE 

# 

SHARE 

PRICE 

DATE 

# 

SHARE 

PRICE 

PROFIT 

LOSS 

Kingman 

6/4 

10 

22  5/8 

6/20 

10 

17  1/4 

$54 

II 

6/17 

12 

23  1/4 

II 

8/1 

20 

17  1/8 

Dane  Ind. 

10/2 

40 

16  3/8 

10/15 

40 

23  1/2 

$280 

Kingman 

10/4 

6 

19  7/8 

Bremer  Co. 

11/7 

22 

20  3/4 

Q  FINANCIAL  INVESTIGATIONS 
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BROKERAGE  ACCOUNT  STATEMENT 


ROBERTS  AND  COMPANY     Member  New  York  Stock  Exchange  -  American  Stock  Exchange 
INCORPORATED                                  1485  1  Street,  N.W.,  Washington,  D.C.  20006 

(202)  555-4500 

Entry 
Date 

Bought  or 
Received 

Sold  or 
Delivered 

Description 

Price  or  Entry 
Description 

Amount 
Debited 

Amount 
Credited 

02/12 

100 

Overton 
Airlines 

Sec  Rec 

02/12 

100 

Overton 
Airlines 

9  5/8 

$936.30 

02/14 

100 

Polk  Corp 

41  5/8 

$4,098.20 

02/15 

Funds 

Cash  Dsb 

$5,034.50 

02/15 

100 

Weber  Corp. 

36  7/8 

$3,624.60 

02/15 

100 

Weber  Corp. 

Sec  Rec 

02/15 

100 

Dare,  Inc. 

Sec  Rec 

02/23 

100 

Dare,  Inc. 

84  3/4 

$8,412.50 

02/28 

Closing 
Balance 

Position 
None 

$12,037.10 

Mr.  Anthony  Be  lidect 
1229  Springtide  Place,  N.W. 
Washington,  D.C.  20001 

02/28/92 

40-3801 

1 

Period  Ending 

Acct  No. 

Page 
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To  send  money 


WSSTBBN 

mion 


MONEY 

The  fastest  way  to  send  momyM 


1-9 


ERIC 


Dollar  amount 
In  words 

Pay  to 


Dollar  amount 


First  namft 

Senders's  Name 


Last  namo 


First  nama 


Last  namo 


Senders's  telephone  (area  code) 


number 


Sender's  address 


SIrMi 


dy  Slate  Zip 

Additional  services  available  at  additional  cost.  Check  services  desired. 


□Send  this  message  with  money. 


□I  want  Western  Union  to  telephone  the  recipient,  (area  code)  number 


□  I  want  a  check  delivered  to  the  following  address: 


Cily 


Slat* 


Zip 


Test  question  Limit  4  words  Question 


Answer 


Use  test  question  ONLY  If  recipient  has  no  I.D.  documents.  Special  requirements  may  apply. 


Customer's  signature 


THE  TERMS  AND  CONDITIONS  ON  WHICH  THE  SERVICE  IS  PROVIDED  ARE  SET  OUT  ON  THE 
REVERSE  SIDE  OF  THIS  FORM.  bY  SIGNING  THIS  FORM,  I  ACKNOWLEDGE  THAT  I  HAVE  READ, 
UNDERSTOOD  AND  ACCEPTED  THOSE  TERMS  AND  CONDITIONS.   FSI  72  (R  11-90) 


Do  not  wiite  in  shaded  area 
Agency 


Opetatoir 
Number 


Sam  time 
andde^a 


Monay  Transiar  Comroi  Number 


AmctuRt 


Ctiafga 


Taiaptionft  at  detl^ary  charge 


Tax 


Measaga 


Tola)  amount 
received 


Ag^nt'a  atgnatare 


857 
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8362 

p«.  tapttrnMr  1W1) 


Currsncy  Transaction  Report  by  Casinos 

n*  ■  MptiMi  nport  Isr  MOh  ttviMOVoaL  Mnm  lyp*  or  print 


ouB  r*>.  iS4S-oaoe 

E«prM»-31.92 


SocUl  Marty  ium6«r 

Nam  d  ogMaVon 

Enptoyv  MMMctbon  nwiibM' lEIN) 

PmpnrtiMnbti 

CowiVy 

Mdcaa  (NumMr  aid  aMO 

0 LWinm  or  OouutMult 

AMn  rtgMMon  iwntNr 

Country 

C«y 

ZlPcadt 

OfK«^  iotnM  tnuinlNr  M  MM 

MMttty  of  Individual  Conducting  tha  ItanuctkMi  (Completa  only  if  an  agent  cxxxiucts  a 


LMI  iwm 

Fnl  mfna 

MidlMlnllH 

Soc«l  Moulty  numbor 

/WdiM  (NuntMr  and  tinrt 

PiHpon  (wratr 

Country 

Alon  mgHtradon  fiumbor 

C«y 

StaM 

ZIPoodt 

C0Miy(lM(  U.S.I 

OnvWo  UooiiM  (numtMr  lUttl 

Patron's  Account  or  Racalpt  Numtiar  ¥■ 


I  Dncrlptlot  o(  Tnntsetioa.  It  mon  tpaca  Is  hmMH,  tttKli  •  iipintt  ictiduli  and  ditdc  Nils  boi  Q 

1  Nitur*  ol  tnoactlon  (chack  th*  ipplicabl*  boxM) 

■  □  Cuirancy  axchang*  (cumncy  (or  currency) 
b  CASH  IN 

(1)  □  Dtposit  (front  iixl  ufekeeping)   (3)  □  Check  purchased  (sm  hern  6  below)    (S)  □  Collection  on  account 

(2)  □  Chips  purchised  (4)  □  Wire  tranttar  of  funds  (6)  □  Other  cash  m.... 
c  CASH  OUT 

(i|  □  Withdnwtl  of  deposit  (front  «nd  ufelMpIng)     (3)  □  Chips  redeemed     (S)  □  Other  cash  out. . 
(2)  □  Check  cashed  (see  Item  6  Delow)  (4)  □  Credit  «lvarv:e 


Uppity) 
(«p«ity)' 


2  Total  amount  of  currancy  tranaaction  (m 
U.S.dollars| 


3  Affloum  n  tam  2  in  $100  Wis  or  hignar 


4  Oata  of  tranaaction  (month,  day,  and  yaai) 


a  If  cnhar  than  U.S.  cun^ney  la  involvd,  ptaaaa  himtth  fw  WlowlnB  inlomialion: 


Cunaney  name 


Countty 


Total  amount  of  aach  longn  currency  fin  U.S.  douara) 
$ 


i  It  a  check  waa  invoiyad  in  Itila  tranaaction,  piaaaa  lutrm  tlw  teHowina  mlonnatton  (See  mamictlona): 


Oat*  of  chock 

Amount  ol  chock  (k<  U  S.  doKan) 

Payao  of  diack 

$ 

Makarc«eh*ck 

Dreana  bank  and  city 

Caaino  Raporting  tha  Financial  TrarwactkKi 


Nama 


Employw  IdontHicabon  numbor  (Elt4 


Addraas  (NumtMr  and  aboal) 


City  |8uia 

1 

ZiPcodo 

Sign 
Ham* 

►   

ICaaIno  amgloyaa  oho  nandM  tM 
►   

nnaacten) 

am 

ma) 

(Caaav  officW  JwtwnnB  and  awai 

iffAig  lha  Form  aaesi 

(Oal*) 

For  Paptr 

work  RetfuoHon  Aot  Hotioe» 

eaapage  t. 

Col  No  SZ2S1Z 

FoimS362  (»av  9-91) 

ERIC 
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TYPES  OF 
BUSINESS  ORGANIZATIONS 


■  Proprietorship 

■  Partnership 

■  Corporation 
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ACCOUNTING 


Recording  business  transactions 
Summarizing  recorded  data 

Interpreting  results 


INVESTIGATIONS 
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CHARACTERISTICS  OF 
ACCOUNTING  SYSTEMS 


■  Track  the  flow  of  transactions 
m  Transactions  =  Exchanges 
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TYPES  OF 
ACCOUNTING  SYSTEMS 


Single  entry 
Double  entry 


rr»ir>-     FINANICAL  INVESTIGATIONS 
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CHECKBOOK  REGISTER 


RECORD  ALL  CHARGES  OR  CREDITS  THAT  AFFECT  YOUR  ACCOUNT 


Number 

Date 

Description  of  Transaction 

Payment/Debit 
(-) 

✓ 

T 

Fee 

(If  Any) 
(•) 

Deposit/Credit 
(+) 

Balance 

793 

12 

813 

5/12 

Jakes  Cafe 

19 

43 

19 

43 

773 

69 

5/12 

Deposit  -  RM,  Inc. 

250 

00 

250 

00 

1023 

69 

814 

5/13 

Walker  Ridge 

83 

29 

83 

29 

940 

40 

815 

5/13 

Kiiroy's  Deli 

72 

91 

72 

91 

867 

69 

5/13 

Deposit  -  Sam  Jones 

84 

26 

84 

26 

951 

95 

816 

5/13 

Sally  Torrence 

293 

80 

293 

80 

708 

38 

REMEMBER  TO  RECORD  AUTOMATIC  PAYMENTS/DEPOSITS  ON  DATE  AUTHORIZED 


Q  FINANCIAL  INVESTIGATIONS 

ERIC 


Ql^^±  Transparency  5 

Chapter  6:  Tracing  The  Movement  of  Money  Through  A  Business 


METHODS  OF  ACCOUNTING 


■  Cash  basis 

Actually  received 
Actually  paid 

■  Accrual  basis 

When  earned 
When  incurred 

■  Hybrid  metliod 

Uses  both  Cash  and  Accrual  (mixed) 
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ELEMENTS  OF  ACCOUNTING 


Assets-- 

Anything  owned 
by  business 


Liabilities- 

Anything  business 


owes 


Owner's  equity- 
Value  of  whatever 
owner(s)  invested 
in  business 
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ACCOUNTING  EQUATION  (1) 


867 


Q  FINANICAL  INVESTIGATIONS 
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ACCOUNTING  EQUATION  (2) 


Assets 

minus 

Liabilities 


FINANICAL  INVESTIGATIONS 
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EQUATION  WORKSHEET  (1) 


A       =     L    +  OE 


A     ss  Assets 

OE    s      Owner's  Equity 


869 
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Income-- 

Proceeds  from  sale  of  goods  or  services 


Transparsncy  1 1 

^  FINANICAL  INVESTIGATIONS  Chapter  6:  Tracing  the  Flow  of  Morray  Through  a  Business 
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Income  >  Expenses 


Expenses  >  Income 
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ACCOUNTING  EQUATION  (3) 


Liabilities 
+ 

Owner's  Equity 
+ 

Net  Income/Loss 


872 


Transparency  13 

FINANICAL  INVESTIGATIONS  Chapter  6  Tracing  the  Flow  of  Money  Through  a  Business 


EQUATION  WORKSHEET  (2) 


L    +     OE  +  (I  -  E)   =  A 


A      s  Ass&te 

OE    »     Owner's  Equity 

E      »  Expenses 


873 
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ACCOUNTING  CYCLE 


874 
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SAMPLE  SOURCE  DOCUMENTS 


Received  from  Outside  Businesses 


WItliln  Business 


^  Venctor  Invoice  a 
r  Customer  Cash  A 

r  Loan  Notes  ^ 


Property  Transfer  | 

Employee  Check  | 

Inventory  Form 

Sent  to  Outside  Businesses 

Checks  to  Vendors 


Customer  Bills 


O        FINANCIAL  INVESTIGATIONS 
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T -  ACCOUNT 


FINANICAL  INVESTIGATIONS 
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ACCOUNTING  EQUATION 

DEBIT/CREDIT 


Assets  1 

Dr 

Cr 

+ 

Liabilities  +  Owner's 

Equity 

Dr 

Cr  Dr 

Cr 

+  - 

+ 

Expenses    -  Income 


Dr  Cr 
+  — 


Dr  Cr 
—  + 


O         FINANCIAL  INVESTIGATIONS 
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BLANK  JOURNAL  FORM 


GENERAL  JOURNAL  Page 

DATE 

DESCRIPTION 

LEDGER 
FOLIO 

DEBIT 

CREDIT 

• 

57 


(3 


ERIC 
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TYPES  OF 
SPECIALIZED  JOURISIALS 


■  Sales  Journal 

■  Purchase  Journal 

■  Cash  Receipt  Journal 

■  Cash  Disbursement  Journal 
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BLANK  LEDGER  ACCOUNT  CARD 


ACCOUNT 


ACCOUNT  NO. 


DATE 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

BALANCE 

DEBIT 

CREDIT 

8S0 


ERIC 
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TRIAL  BALANCE 


Frank's  Turkey  Farm 

Trial  Balance 

August  31,  1992 

Cash 

$15,278 

Accounts  Receivable  3,925 

Land 

9,998 

Building 

4,276 

Office  Equipment 

1,934 

$1 1 ,254 

Accounts  Payable 

Frank  Lyn,  Capital 

24.157 

$35,411 

$35.41 1 

831 
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BALANCE  SHEET 
(ACCOUNT  FORM) 


123  Company 
Balance  Sheet 
December  31,  1991 

Current  Assets 

Current  Liabilities 

Cash 

$  130,000 

Accounts  Payable 

$  270,000 

Accounts  Receivable 

486,000 

Accrued  Expenses 

117,000 

Inventory 

602,000 

Income  Tax  Payable 

30,000 

Pre-Paid  Expenses 

90.000 

Notes  Payable 

320.000 

Total  Current  Assets 

$1 ,308.000 

Total  Current  Liabilities 

$  737,000 

Fixed  Assets 

Long-Term  Liabilities 

Machinery 

$  364,000 

Payables 

500.000 

Equipment 

116,000 

Total  Liabilities 

$1 .237.000 

Furniture 

300.000 

Total  Fixed  Assets 

$  780.000 

Owner's  Equity 

Paid-in  Capital 

$  701,000 

Retained  Earnings 

150.000 

Total  Equity 

$851.000 

Total  Assets 

$2,088,000 

Total  Liabilities  and  Equity 

$2,088,000 

FINANCIAL  INVESTIGATIONS 
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BALANCE  SHEET 
(REPORT  FORM) 


1 23  Company 
Balance  Sheet 
December  31,  1991 

Assets 

Cash 

ACCOUniS  ncCclVaUic 

Inventory 

Pre-Paid  Expenses 

Total  Current  Assets 

$130,000 
486  000 
602,000 
90,000 

$1,308,000 

Fixed  Assets 

Machinery 
Equipment 
Furniture 

Total  Fixed  Assets 

$364,000 
1 16,000 
300.000 

$  780,000 

Total  Assets 

$2,088,000 

Liabilities 

Current  Liabilities 

^^Vll  1  Wl  11     bIMIh/ll  ■  llWW 

Accounts  Payable 
Accrued  Expenses 
Income  Tax  Payable 
Notes  Payable 

Total  Current  Liabilities 

$270,000 
117,000 
30,000 
320.000 

$  737,000 

Lonq-Term  Liabilities 

Payables 

Total  Long-Term  Liabilities 

Total  Liabilities 

$500,000 

$  500,000 

$1 ,237,000 

Owner's  Equity 

Owner's  Eauitv 

Paid-in  Capital 
Retained  Earnings 
Total  Equity 

Total  Liabilities  and  Equity 

$701,000 
150.000 

$  851.000 

$2,088,000 

FINANCIAL  INVESTIGATIONS 
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BALANCE  SHEET 


Total  Assets  I 

Dr 

Cr 

+ 

Total 

Total 

Liabilities 

Owner's  Equity 

Dr 

Cr 

Dr 

Cr 

+ 

+ 
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INCOME  STATEMENT 
(SINGLE-STEP  FORMAT) 


ABC  COMPANY 
Income  Statement 
For  the  Year  Ended  December  31,  1991 

Revenue: 
Sales 

$4,212,000 

Expenses: 

Cost  of  Goods  Sold 
Selling  Expenses 
Administrative 
Interest  Expenses 
Income  Tax  Expense 
Total  Expenses 

$2,808,000 
936,000 
116,000 
52,000 
120,000 

$4,032,000 

Net  Income 

$  180.000 

8-^  ^  • 
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INCOME  STATEMENT 
(MULTI-STEP  FORMAT) 


ABC  COMPANY 
Income  Statement 
For  the  Year  Ended  December  31 ,  1991 

Sales  Revenue 

$4,212,000 

Less:  Cost  of  Goods  Sold 

2.808.000 

Gross  Profit 

$1 ,404,000 

Less:  Selling  Expenses  936,000 
Administrative  Expenses  116,000 
Total  Operating  Expenses 

1 .052.000 

Operating  Earnings 

$  352,000 

Less:  Interest  Expense 

52.000 

Earnings  Before  Tax 

$  300,000 

Less:  Income  Tax  Expense 

120.000 

Net  Income 

$  180,000 
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INCOME  STATEMENT 


Total  Revenue 

Dr 

Cr 

+ 

Total  Expenses 


Dr 
+ 


Cr 
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AUDITING  PROCESS 


■  Identify  unusual  or  suspicious  item(s) 

■  Identify  unusual  or  suspicious  change(s) 

■  Analyze  each  account 
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PROOF 
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Chapter  7  Tracing  Funds  Using  the  Direct  Method  ot  Proof 


METHODS  OF  PROOF 

Direct 

Specific  item 

Indirect 

■  Net  worth 

■  Expenditures 

■  Bank  deposit 
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SPECIFIC  ITEM  METHOD 


Identifying  direct  proof  of  illegal  financial 
transactions  by  suspect 


FINANCIAL  INVESTIGATIONS 


891 


Transparency  3 

Chapter  7:  Tracing  Funds  Using  the  Direct  Method  of  Proof 


SPECIFIC  ITEM  ANALYSIS 


Financial  transaction 
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Chapter  7:  Tracing  Funds  Using  the  Direct  Method  of  Proof 


POINT-OF-PAYMENT  ANALYSIS 

EXAMPLE 


REASON  FOR  INVESTIGATION:  Purchase  of  illegal  drugs 


PROCESS  FOLLOWED 

RESULTS 

1. 

Interviewed  suspect- 
Confronted  suspect  concerning  allegation 

Suspect  denied  allegation 

Suspect  said  he  doesn't  have  money 

for  drugs 

2. 

Reviewed  Leo,  Inc.  business  records- 
Compared  CRJ  to  bank  statements 

Everything  balanced 

3. 

Reviewed  suspect's  personal  finances- 
Bank  account  records 

No  money  available  to  buy  drugs 

4. 

uoniacieQ  Leo,  inc.  ousiness  cusiomers— 
Compared  company  receipts  to  what  was 
in  Leo's  CRJ 

Maicneo 

5. 

Reviewed  Leo,  Inc.  business  records 
(second  time)- 
Reviewed  expenses  in  CDJ 

Found  suspicious  check  to  Gemini 
Corp.  for  $1500 

6. 

Reviewed  Gemini  Corp.  records- 
Reviewed  CRJ 

No  receipt  of  check  for  $1500  from 
Leo,  Inc. 

7. 

Reviewed  Leo  Inc.  business  records 
(third  time)- 

Located  canceled  check  to  Gemini  Corp. 
and  had  handwriting  analyzed 

Handwriting  was  not  someone  from 
Gemini  Corp.  but  Mr.  Drawer's 
signature 

SPECIFIC  ITEMS  OF  PROOF:    1.     False  payable  to  Gemini  Corp.  recorded  in  Leo, 

Inc.  CDJ 

2.     Canceled  check  endorsed  by  Mr.  Drawer 
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POINT-OF-RECEIPT  ANALYSIS 

EXAMPLE 


REASON  FOR  INVESTIGATION:  Embezzlement  of  funds 


PROCESS  FOLLOWED 

RESULTS 

1. 

Searched  bank  records  of  AKP 
customer  for  all  cancelled  checks 
written  to  AKP  Paint  Company 

Located  canceled  check  made  payable  to 
AKP  for  full  $2,000  for  supplies 

2. 

Reviewed  AKP  Paint  business 
records- 
Compared  CRJ  to  bank  statements 

$750  payment  recorded  for  supplies  from 
customer 

AKP  Paint  CRJ  and  bank  statements  both 
entered  a  $750  payment  from  customer 
Discrepancy  still  noted: 

$2,000       Customer  check 

750        AKP  record  notations 
$1,250  Discrepancy 

3. 

Reviewed  customer  canceled  check 

Back  of  check  indicated  -  For  Deposit 
Only  into  AKP  corporate  account 

4. 

Reviewed  deposit  slip 

Split  deposit 

$  750        Account  deposit 
$1,250       "Cash  back" 

5. 

Confronted  suspect  (individual  who 
deposited  check) 

Confessed  to  taking  funds 

SPECIFIC  ITEMS  OF  PROOF:     1 .     The  canceled  check  and  payment  records  of  payor 

2.     The  CRJ  of  payee  and  deposit  slip 
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POINT-OF-PAYMENT 
SCHEMES 

■  Fictitious  payables 

■  Ghost  employee  and  payroll  kickback 

■  Overbilling 

■  Offbook  and  currency 
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CHECK  ENDORSEMENT(S)/ROUTING 
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CHECK  -  2ND  ENDORSEMENT 


FRED  OR  MARY  BROWN 

2251  HOSEWOOD  LANE  PH.  274-6265 
HILLDALE,  GA  53711 

978Q 
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THIRD  PARTY  CHECK 


FRED  OR  MARY  BROWN  s.77 
2251  ROSEWOOD  LANE  PH.  274-6265 
HILLDALE,  GA  53711 


g)gc  12  1952 


9789 


79-1120 
7SV 


PAY  TO  THE 
ORDER  OF 


lodn  (Doe 


$  500' 


five  hundred  & 


DOLLARS 


M&I  Bank  of  Hilldale 

Jamestown  Division 

Hilldale,  Georgia 
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METHODS  OF  PROOF: 
COMPARISON 


Direct  method         indirect  metiiod 


■  Microscopic  view 

■  Macroscopic  view 

■  Special  illegal 

■  Overall  financial 

financial  transaction 

condition  of 

by  suspect 

suspect 

■  Actual  proof  of 

■  Inferences  to 

wrongdoing 

wrongdoing 
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Chapter  8.  Traang  Funds  Using  Indirect  Methods  of  Proof 


METHODS  OF  PROOF 


Direct 

Specific  item 

Indirect 

■  Net  worth 

■  Expenditures 

■  Bank  deposit 
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BASIC  PRINCIPLE 


Money  eventually  shows  up, 
directly  or  indirectly,  in  the 
accounts,  assets  or 
expenditures  of 
the  recipient 
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THE  FINANCIAL  PROFILE 


Assets 
Liabilities 
Sources  of  funds 
Expenditures 
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DISPOSITION  OF  INCOME 


WHAT  YOU  CAN  DO 
Save  it 

Buy  assets 


Pay  off  debts 


Spend  it 
(Otfier  than  for 
increasing  assets) 


HOW  YOU  CAN  DO  IT 


Cash  on  hand 
Cash  in  financial 
institutions 

Investments 
Real  estate 
Vehicles 

Pay  off  loans 
Pay  off  mortgages 

Gifts 
Travel 

Entertainment 

Food 

Clothing 

Utilities 

Insurances 

Taxes 

Rent 

Vehicle  expenses 


EFFECT  ON 
FINANCIAL  PROFILE 


Assets 


Assets 


Liabilities 
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NET  WORTH  METHOD 


Unknown  sources  of  funds 


located  by  analyzing 
net  worth  increases 


Assets  -  Liabilities  =  Net  worth 
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NET  WORTH  ANALYSIS  FORMULA 


Assets 

Minus:  Liabilities 

Equals  Net  worth 

Minus:  Prior's  year's  net  worth 

Equals  Increase  in  net  worth  from  previous  year 

Plus:  Known  expenses 

Equals  Total  net  worth  increase 

Minus:  Funds  from  known  sources 

Equals  Funds  fronn  unknown  sources 
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NET  WORTH  ANALYSIS  - 
JIM  DEALER 


NET  WORTH  ANALYSIS 
SUSPECT  -  JIM  DEALER 


Assets 


Cash  on  hand  (a) 

Bank  account  balance  (b) 

Jewelry  (c) 

Boat  (d) 

Car  (e) 

Real  estate  (f) 


Total  Assets 


Llabiilties 

Note  payable  -  finance  company  (g) 
Loan  (h) 

Mortgage  on  real  estate  (f,  1) 

Total  Liabilities 


Net  Worth  (assets  -  liabilities) 
Minus:    Prior  year's  net  worth 
Increase  in  net  worth 
Known  expenses 
Credit  card  payments  (j) 
Other  personal  living  expenses  (k) 
Total  net  worth  Increase 
Funds  from  known  sources 
Interest  on  bank  account  (b) 
Wages  (I) 

Equals:    Funds  from  unknown  sources 


Equals: 

Plus: 


Equals: 

Minus: 


Base  Year 
(1990) 

$  1 ,000 
1,500 
1,000 
17,500 
0 

 g 

$21.000 


$275 
0 
0 

$275 
$20,725 


Year  One 
(1991) 


$ 


0 

4,750 
6,000 
17,500 
0 

150.000 


$178.250 


$  275 
2,400 
94.000 


$96.675 


$81 ,575 
20.725 


$60,850 

$  1,460 
1 1 ,000 


$73.310 


$  250 
25.200 
$47.860 


Year  Two 
(1992) 

$  0 
5.225 
12,000 
17,500 
18,250 
150.000 
$202.975 


$  275 
1,200 
88.000 
$89,475 


$113,500 
81.575 
$  31,925 

$  3,000 
10.000 
$  44.925 

$  475 
22.200 
$22.250 
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NET  WORTH  METHOD  - 
ELEMENTS  OF  PROOF 


■  Establish  reliable  opening  net  wortli 

■  Investigate  leads  showing  suspect's 
innocence 

■  Establish  likely  taxable  source  of  income 
with  evidence  of  net  worth  increase 
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EXPENDITURES  METHOD 


Comparison  between  known  expenditures 
and  known  sources  of  funds 


FINANCIAL  INVESTIGATIONS 


909 


Transparency  1 1 

Chapter  8.  Tracing  Funds  Using  Indirect  Methods  of  Proof 


EXPENDITURES  ANALYSIS  FORMULA 


Total  expenditures 
Minus:    Known  sources  of  funds 
Equals  Funds  from  unknown  sources 


O         FINANCIAL  INVESTIGATIONS 
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EXPENDITURES  ANALYSIS  - 
JIM  DEALER 


Expenditure  Analysis 

Suspect  -  Jim  Dealer 

Year  vjne 

Year  Two 

(1991) 

(1992) 

pYnonHiti  iroc 

l^A|Jd  IVJIIUI  Co 

Inprpflcp  in  hank  halanpo  /h\ 
iiiv^iccioc  III  ua\if\  uaiai IOC  \U) 

$  475 

Purcha^p  nf  ipwplrx/  (c\ 

R  nnn 

6,000 

Downpayment  on  house  (f) 

50,000 

0 

Purchase  of  car  (e) 

0 

18,250 

Tcaiiy  iiiuiiyayc  uayiiiciiio  ^i^ 

R  nnn 
D,UUU 

6,000 

Credit  card  payments  {]) 

1,460 

3,000 

Loan  repayments  (h) 

600 

1,200 

Other  personal  living  expenses  (k) 

11.000 

10.000 

Total  Expenditures 

$77,310 

$44,925 

Minus:  Known  sources  of  funds 

Cash-on-hand  (a) 

$  1,000 

$  0 

Interest  on  bank  account  (b) 

250 

475 

Loan  (h) 

3,000 

0 

Wages  (1) 

25,200 

22,200 

Total  known  sources  of  funds 

29.450 

22.675 

Equals:  Funds  from  unknown  sources 

$47,860 

$22,250 
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EXPENDITURES  METHOD  - 
ELEMENTS  OF  PROOF 


■  Establish  firm  starting  point 

■  Establish  likely  source  of  Income 

■  Investigate  leads  showing  suspect's 
innocence 
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BANK  DEPOSIT  METHOD 


Unknown  sources  of  funds 
located  through  analysis 
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BANK  DEPOSIT  ANALYSIS  FORMULA 


Total  Deposits  to  All  Accounts 

iviinus. 

Trancforc  anri  Rf^fipnn^it^ 

Equals 

Net  Deposits  to  All  Accounts 

Plus: 

Cash  Exoenditures  * 

Equals 

Total  Receipts  From  All  Sources 

Minus: 

Funds  From  Known  Sources 

Equals 

Funds  From  Unknown  Sources 

*(1) 


Net  Deposits  to  All  Accounts 


Plus:  Beainninp  Balances 

Equals  Net  Bank  Funds  Available 

Minus:  Ending  Balances 

Equals  Net  Bank  Disbursements 


*(2) 


Total  Outlay  of  Funds 
Minus:  Net  Bank  Disbursements 

Equals  Cash  Expenditures 
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9  BANK  DEPOSIT  ANALYSIS 

JIM  DEALER 


BANK  DEPOSIT  ANALYSIS 

SUSPECT  -  JIM  DEALER 

1991 

1992 

Total  Deposits  (b) 

$22,160 

$19,585 

Minus: 

Redeposits  (b) 

600 

100 

Equals: 

Net  Deposits 

$21,500 

$19,485 

Outlays 

Jewelry  purchase  (c) 

$  5,000 

$  6,000 

Downpayment  on  house  (f) 

50,000 

0 

Car  purchase  (e) 

0 

1ft  PRO 

Monthly  mortgage  payments  (i) 

6,000 

6,000 

Credit  card  payments  (j) 

1,460 

3,000 

Loan  repayments  (h) 

600 

1,200 

Other 

personal  living  expenses  (k) 

11.000 

10.000 

Total  Outlays 

$74,060 

$44,450 

Minus: 

Net  Banl<  Disbursements 

$18,250 

$19,010 

Equals: 

Cash  Disbursements 

$55,810 

$25,440 

Plus: 

Cast)  Disbursements 

55.810 

25.440 

Equals: 

Total  Receipts 

$77,310 

$44,925 

Minus: 

Funds  From  Known  Sources 

Cash-on-hand  (a) 

Bank  account  interest  (b) 

1,000 

0 

Loans  (h) 

250 

475 

Wages  (1) 

3,000 

0 

Total  Known  Sources 

25.200 

22,200 

$29,450 

$22,675 

Minus: 

Known  Sources 

Equals: 

Funds  From  Unknown 

29.450 

22,675 

Sources 

$47,860 

$22,250 
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BANK  DEPOSIT  METHOD  - 
ELEMENTS  OF  PROOF 

■  Prove  suspect  engaged  in  lucrative 
income-producing  business 

■  Prove  suspect  made  periodic  deposits 
of  funds 

■  Determine  the  nature  of  unusual  deposits 

■  Establish  unidentified  deposits  appeared 
as  income 


FINANCIAL  INVESTIGATIONS 
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SELECTING  INDIRECT 
METHODS  OF  PROOF 


IF  ANY  OF  THESE  CONDITIONS 
APPLY  TO  THE  BOOKS  AND 
RECORDS  UNDER  REVIEW: 

AND  THIS  IS  NOTED: 

THEN  USE: 

•  Non-existent 

•  I  Jnr)\/r)ilr)hlP 
Wl  Id  V  Cll  icikyi  w 

•  Inadequate 
Withheld 

Significant  changes  in 
both  ASSETS  and 
LIABILITIES  have 
occurred 

Net  Worth  Method 

Significant  changes  in 
expenditures  have 
occurred  or 
extravangant 
expenditures  have 
been  made 

Expenditures  Method 

•  Unavailable 

•  Inadequate 
Withheld 

Periodic  deposits 
which  appear  as  a 
known  source 
AND 

unidentified  deposits 
are  not  from  non- 
taxable "known" 
sources 

Bank  Deposit  Method 

•  Appears  as  being 
complete 

•  Available 

FINANCIAL  INVESTIGATIONS 
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INTERVIEW 


Face-to-face  oral  communication  between 
people  for  a  specific  task-related  purpose 
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Chapter  9:  Planning,  Conducting,  and  Recording  an  Interview 


PURPOSE  OF 
FINANCIAL  INTERVIEWS 


Tool  used  to  determine  the  knowledge 
of  witnesses 
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Chapter  9.  Planning,  Conducting,  and  Recording  an  Interview 


OBJECTIVES  OF  FINANCIAL 

INTERVIEWS 

To  obtain: 

■  Data  that  establishes  or  refutes 
allegations 

■  Leads 

■  Financial  documents 

■  Witness  cooperation 

■  Witness  background  and  personal 
data 

■  Motivation  for  crime 

Transparency  3 
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TYPES  OF 
INTERVIEW  QUESTIONS 
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PHASES  OF  THE  INTERVIEW 


FINANCIAL  INVESTIGATIONS 
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Chapter  9.  Planning,  Conducting,  and  Recording  an  Interview 


PARTS  OF  THE  INTERVIEW 


■  Introduction 

■  Body 

■  Closing 
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Chapter  9:  Planning,  Conducting,  and  Recording  an  Interview 


SEARCH  WARRANT 


Written  order  issued  by  Judge  describing 
place  to  be  searched  and  things  to  be  seized 
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FINANCIAL  INVESTIGATIONS  Chapter  10:  Investigative  Techniques 


SAMPLE  SEARCH  WARRANT 


UNITED  STATES  DISTRICT  COURT 
EASTERN  DISTRICT  OF  WISCONSIN 
AT  LAW  AND  IN  ADMIRALTY 


UNITED  STATES  OF  AMERICA, 
Plaintiff, 


vs. 


Thomas  Trio 


Warrant  No.  1 


SEARCH  WARRANT 

(21  U.S.C.  §  881  (B)) 


TO:  ANY  DEPUTY  UNITED  STATES  MARSHAL  OR  OTHER  FEDERAL  OFFICER 

An  affidavit  has  been  made  before  me  by  Special  Agent  John  Smith  of  the  United  States  Internal  Revenue 
Service  that  he  has  reason  to  believe  that  Tom  Trio  of  102  North  West  Street,  Milwaulcee,  Wisconsin  is 
involved  in  cocaine  trafficking  in  violation  of  Title  21  U.S.C.  §  881  (B).  Special  Agent  Smith's  affidavit 
further  states  that  he  has  reason  to  believe  that  evidence  needed  to  support  such  a  claim  is  located  at  the 
residence  of  102  North  West  Street.  I  am  satisfied  that  there  are  sufficient  facts  and  circumstances  to 
support  the  probable  cause  standard  to  believe  that  the  items  listed  on  the  attachment  to  this  warrant  are 
currently  located  at  102  North  West  Street  in  Milwaukee,  Wisconsin,  and  that  grounds  exist  for  the  issuance 
of  this  seizure  warrant  as  stated  in  the  supporting  affidavit. 

YOU  ARE  HEREBY  COMMANDED  to  proceed  to  102  North  West  Street  to  seize  the  items  listed  or 
described  on  the  attachment  to  this  warrant  within  a  period  of  three  days,  serving  this  warrant  and  seizing 
this  property  during  daytime  hours  8:00  a.m.  to  5:00  p.m.,  leaving  a  copy  of  this  warrant,  preparing  a  written 
inventory  of  all  the  property  seized,  and  promptly  returning  this  warrant  and  bringing  the  inventory  before 
this  court  as  required  by  law  within  ten  days  after  seizure. 
Dated  at  Milwaukee,  Wisconsin,  this  day  of  March,  1992. 

ALICE  MILLER  


United  States  Magistrate 
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UNDERCOVER  OPERATION 


Individuals  assume 
an  identity  otiier  than 
tfieir  own  to  gatlier 
information  relating  to 
criminal  violations 
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OBJECTIVES  OF 
UNDERCOVER  OPERATIONS 


■  Observe  and  attend  planning  sessions  for 
future  violations 

■  Identify  unknown  violators  and  develop 
information  related  to  current  violations 

■  Purchase  contraband 

■  Identify  fruits  of  a  crime 

■  Develop  information  related  to  past  crime 

■  Locate  contraband  or  weapons 
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OBJECTIVES  OF 
UNDERCOVER  OPERATIONS 

(continued) 

■  Locate  violation  sites 

■  Identify  co-conspirators  and/or  key 
witnesses 

■  Obtain  probable  cause  for  search  and 
arrest  warrants 

■  Check  the  reliability  of  informants 

■  Corroborate  witness's  statements 

■  Gather  information  on  criminal 
Investigations 

■  Obtain  information  on  purchases/ 
expenditures 
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SURVEILLANCE 


Secretive  observation  of  persons,  places 

and  tilings  to 
obtain  information 
on  individuals 
suspected  of 
violating 
criminal  laws 
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OBJECTIVES  OF 
SURVEILLANCE 


■  Obtain  crime  evidence 

■  Obtain  probable  cause  for  search  and 
arrest  warrants 

■  Identify  suspect's  associates/co- 
conspirators 

■  Apprehend  violators  during  the 
commission  of  crime 

■  Develop  investigative  leads 

■  Provide  protection  and  corroboration  for 
undercover  officers 

■  Locate  persons  and  things 

■  Gather  intelligence 
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TYPES  OF  SURVEILLANCE 


■  Stationary 

■  Moving 

■  Electronic 
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INFORMANT 


A  person  who  provides  information 
on  criminal  activity  to  law  enforcement 
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TRASH 


FINANCIAL  INVESTIGATIONS 


933 


Transparency  10 
Chapter  10:  Investigative  Techniques 


MAIL  COVERS 


Provide  leads- 
■  Addresses 
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FORENSIC  SCIENCE 
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TYPES  OF  FORENSIC  SCIENCE 


■  Handwriting  analysis 

■  Typewriter  analysis 

■  Alteration  analysis 

■  Ink  analysis 

■  Paper  analysis 

■  Document  restoration 
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COMPUTERS 


Provide  evidence 

■  Data  bases 

■  Mailing  lists 

■  Printouts 
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LINK  ANALYSIS 


Putting  information  together  to  sliow 
patterns  and  meanings 
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TRANSACTION  SYSTEMS 


■  Business 
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METHODS  OF 
LAUNDERING  FUNDS 


Legitimate  businesses 


Buy/sell  transactions 


Off-shore  liavens 


INVESTIGATIONS 


3-,U 


Transparency  2 
Chapter  1 1 :  Money  Laundering  and  Forleitures 


LAUNDERING  FUNDS 

THROUGH 
LEGITIMATE  BUSINESS 


■  Overstatement  of 
legitimate  revenue 

■  Overstatement  of 
legitimate  expenses 

■  Deposits  of  currency 
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LAUNDERING  FUNDS 
THROUGH 
BUY/SELL  TRANSACTIONS 


Real  estate  or  other  personal  property 
transactions  to  hide  the  flow  of  money 
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LAUNDERING  FUNDS 

THROUGH 
OFF-SHORE  HAVENS 


■  Moving  money  out  of  U.S. 

-  Physical  transportation 

-  Wire  transfer 

-  Casliier's  clieck 

-  Attorneys,  accountants,  and  money 
managers 

-  Brokerage  accounts 

-  Wire  services 

■  Moving  money  into  the  U.S. 

-  Fictitious  loans 

-  Fictitious  foreign  investors 

-  Finders' fees 

-  Corporate  salaries 

-  Cashier's  checks  and  wire  transfers 

-  Physical  transportation 
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ASSET  FORFEITURES 


A  legal  proceeding  initiated  by 
the  government  against  the 
proceeds  of  an  illegal  activity 
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CATEGORIES  OF 
FORFEITURES 


In  Personam 


In  Rem 
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FACTORS  ESTABLISHING 
PROBABLE  CAUSE  IN 
FORFEITURE  INVESTIGATIONS 


11  Close  proximity 
11  Means  of  support 

11  Pre-trial  statement  # 
11  Narcotics  records 
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USING  THE  STUDENT  WORKBOOK 


INTRODUCTION 

Welcome  to  the  world  of  "Financial  Investigations!" 

You  will  be  using  this  workbook  as  part  of  your  course  nnaterials  for  the  Financial 
Investigations  Course.  The  workbook  is  designed  for  use  with  the  textbook, 
"Financial  Investigations... a  Financial  Approach  to  Detecting  and  Resolving 
Crimes."  There  are  workbook  pages  for  each  corresponding  chapter  in  the 
textbook. 


HOW  THE  WORKBOOK  WILL  HELP  YOU 

Each  chapter  in  the  workbook  provides  a  variety  of  "learning  tools."  These  tools 
will  assist  you  in  nneeting  the  course  objectives.  Additionally,  the  workbook  will 
provide  you  with  another  resource  on  financial  investigations  which  you  nnay  wish 
to  use  at  a  later  date. 

Your  instructor  will  be  guiding  you  through  the  activities  and  infornnation  presented 
in  the  workbook.  Sonne  of  the  workbook  activities  will  require  you  to  work  with 
other  students  in  the  class.  For  other  activities,  your  instructor  may  ask  you  to 
complete  the  activity  outside  of  class. 

Your  instructor  may  be  distributing  additional  material  for  you  to  incorporate  into 
the  workbook.  For  your  convenience,  you  may  wish  to  include  your  chapter  notes 
at  the  end  of  each  chapter  section. 

WHAT  THE  WORKBOOK  CONTAINS 

The  workbook  contains  supporting  and  supplemental  materials  to  the  textbook 
content.  The  materials  include: 

■  AN  INTRODUCTION  TO  THE  CHAPTER 

■  INDIVIDUAL  OR  GROUP  SKILL  EXERCISES 

■  INFORMATION  SHEETS 

■  CASE  STUDIES 

■  WORKSHEETS 
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CHAPTBB 
INTRODUCTION 


CHAPTER  SUMMARY 

The  field  of  financial  investigations  is  changing.  As  a  result,  a  new  set  of  investigative 
skills  is  required  to  keep  up  with  the  changing  times. 

This  chapter  provides  a  general  overview  of  the  financial  investigative  field  and  an 
awareness  of  the  skills  required  of  a  financial  investigator. 

CHAPTER  OBJECTIVES 

•  State  why  there  is  a  need  for  a  financial  investigative  approach. 

•  Provide  a  general  overview  of  the  financial  investigative  approach. 

•  Identify  skills  required  of  a  financial  investigator. 

CHAPTER  WORKBOOK  CONTENTS 

Course  <So3^$ 

Per^onaf  m\  Wsxth  Analysis  exerd^^ 
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COUffSB  GOALS 


This  course  is  designed  to  introduce  and  apply  financial  investigative  techniques  to  the 
detection  and  resolution  of  criminal  activity.  It  is  based  upon  the  financial  investigative 
approach.  This  approach  identifies  and  documents  the  movement  of  money  during  the 
course  of  a  financial  crime. 

The  goal  of  this  course  is  to  show  how  a  financial  investigation  identifies  and  links 
together  financial  events  to  serve  as  a  basis  of  proof  indicating  whether  or  not  a  crime 
has  been  committed.  This  is  accomplished  by: 


IDENTIFYING  WHAT  CONSTITUTES  A  FINANCIAL  CRIME 


DETERMINING  WHERE  TO  FIND  FINANCIAL  INFORMATION. 


INTRODUCING  TECHNIQUES  TO  ANALYZE  FINANCIAL 
INFORMATION. 


APPLYING  THESE  TECHNIQUES  TO  INVESTIGATIVE  SITUATIONS. 


IT 
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SWOBNT  aUBSmNNAmB 


NAME: 


YEAR: 


FR 


SO 


JR 


SR 


HOUSING: 


ON 


/     OFF  CAMPUS 


EMPLOYMENT: 


FULL  / 


PART  TIME 


ATTENDANCE: 


FULL  / 


PART  TIME 


MAJOR: 


MINOR: 


LIST  THE  NUMBER  OF  CREDITS  YOU  WILL  HAVE  AT  THE  END  OF  THE  PRESENT  SEMESTER: 


BRIEFLY  DESCRIBE  ANY  WORK  EXPERIENCE  IN  LAW  ENFORCEMENT 


BRIEFLY  DESCRIBE  ANY  WORK  EXPERIENCE  IN  ACCOUNTING/BOOKKEEPING. 


BRIEFLY  DESCRIBE  OTHER  WORK  EXPERIENCES. 


WHAT  ARE  YOUR  CAREER  ASPIRATIONS? 


WHY  DID  YOU  CHOOSE  TO  TAKE  THIS  COURSE? 


WHAT  DO  YOU  HOPE  TO  GET  FROM  THE  COURSE? 


ACCOUNTING 
CRIMINAL  JUSTICE 


LAW 

BUSINESS 
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PERSOHALNET  WOBTH 
ANALYSIS  ^  PART  1 


BACKGROUND: 

As  part  of  this  course,  you  will  be  learning  about  net  worth  or  what  is  known  as  an 
individual's  or  company's  financial  status.  In  other  words,  what  does  a  person  or 
company  own,  how  much  do  they  owe  and  what  is  the  difference  between  the 
two?  This  information  is  important  to  the  financial  investigator,  who  tries  to  see  if 
drastic  changes  occur  in  a  person's  or  company's  financial  status.  You  will  be 
learning  more  about  this  in  Chapter  8. 

To  help  you  understand  net  worth  and  what  affects  net  worth,  you  will  be 
computing  your  own  personal  net  worth.  In  this  exercise,  you  will  see  what  you 
are  worth  today.  Then,  on  a  daily  basis  throughout  the  course,  you  will  be  required 
to  keep  a  log  of  information  on  what  you  spend  daily  and  what  you  earn  daily. 
This  information  will  be  used  in  Chapter  8  as  part  of  a  continuation  of  this  exercise. 


956 

Q  FINANCIAL  INVESTIGATIONS  14  Chapter  1:  Why  Financial  Investigation? 

ERIC 


Student  WorKbook 


DIRECTIONS: 

STEP  1 .       Locate  WORKSHEET  A  on  the  next  page.  ,  Connplete  Colunnn  I  of  the 


worksheet  to  deternnine  your  base  net  worth  {what  you  are  worth  now). 
To  the  best  of  your  abilities,  deternnine  all  that  you  own  (assets)  and  all 
that  you  owe  (liabilities).  Some  common  items  are  listed.  Blank  spaces 
have  been  provided  for  items  not  listed.  Compute  your  base  net  woilh 
by  subtracting  your  total  liabilities  from  your  total  assets. 


STEP  2.      On  a  daily  basis,  record  on  LIST  A  the  total  amount  of  what  you  spend 
each  day.  A  space  has  been  prov.ded  for  the  date  and  total  figure  for 
the  day.  Likewise,  on  a  daily  basis,  record  on  LIST  B  the  total  amount  of 
what  you  make  each  day.  Write  in  the  date  and  total  figure  for  the  day. 


Note:      The  rest  of  WORKSHEET  A  (Column  II);  completed  LISTS  A 
and  B  and  WORKSHEET  B  will  be  completed  during  an 
exercise  in  Chapter  8. 


Daily  Expenses: 


Include  such  items  as  food,  clothing,  gas, 
entertainment,  etc. 


Daily  Income: 


Includes  such  things  as  wages,  interest  income, 
spending  money  from  home,  etc. 
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COLUMN  I  COLUMN  II 

BASE  CURRENT 

ASSETS 


Cash-on-Hand 

Cash  in  Banl^s 

Car 

Home 

Total  Assets  (A) 

LIABILITIES 


Student  Loans 

Car  Loans 

Mortgages 

Total  Liabilities  (B) 

NET  WORTH 


Total  Assets  (A) 
-  Total  Liabilities  (B) 
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HOW  MUCH  DO  YOU  SPEND? 
(LIST  A) 


DATE 

AMOUNT 

DATE 

AMOUNT 
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HOW  MUCH  DO  YOU  MAKE? 
(LIST  B) 


DATE 

AMOUNT 

DATE 

AMOUNT 
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HOW  MUCH  HAS  YOUR  NET  WORTH 
INCREASED  OR  DECREASED? 
(WORKSHEET  B) 


Current  Net  Worth  (Column  II) 

Minus:     Base  Net  Worth.  (Column  1) 

Equals:    Increase  (Decrease)  in  Net  Worth 

Plus:       Known  Expenses  (From  LIST  A) 

Equals:    Total  Net  Worth  Increase  or  Decrease 

Minus:     Funds  from  Known  Sources  (From  LIST  B) 

Equals:    Funds  from  Unknown  Income  (Suspected  Income) 

FINANCIAL  INVESTIGATIONS 
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DIRECTIONS: 

Working  together  in  your  group,  review  newspaper  article(s)  or  synopsis  of  article(s) 
on  criminal  activities.   Determine  the  following  concerning  the  article(s)  described: 

•  Type  of  crime  committed 

Article  1  

Article  2  

Article  3   

•  Criminal  motivation  (passion  or  greed) 

Article  1  

Article  2  

Article  3  

Your  instructor  may  ask  your  group  to  share  the  article  information  with  the  class. 
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BRANCHES 


LEGISLATIVE  BRANCH 

EXECUTIVE  BRANCH 

JUDICIAL  BRANCH 

THE  CONGRESS 

THE  PRESIDENT 

THE  SUPREME  COliRT  OK  THE 

Executive  Office  of  the  President 

UNITED  STATES 

Senate  House 

White  House  Office 

United  States  Courts  of  Appeals 

Architecture  of  the  Capitol 

Office  of  Management  and  Budget 

United  States  Distnct  Couns 

United  States  Botanic  (larden 

Council  of  Economic  Advisers  . 

United  States  Courts  of  Claims 

General  Accounting  Office 

National  Secunty  Council 

United  States  Court  of  Customs  and  Patient  A|i]5cals 

Ciovemment  Printing  Office 

Office  of  Policy  Development 

United  States  Court  of  Intematiunal  Trade 

Libi"ary  of  Congress 

Office  of  the  United  States  Trade  Representative 

Terntonal  Courts 

',)ffice  of  Technology  Assessment 

Council  on  Environmental  Quality 

United  States  Court  of  Military  Appeals 

Congressions!  Budget  Office 

Office  of  Saence  and  Technology  Policy 

United  States  Tax  Court 

Copyright  Royalty  Tribunal 

Office  of  Administration 

Administrative  Office  of  tlie  United  Slates  Cniirts 

Federal  Judicial  Center 

Tin;  vici;  president 

DEPARTMENTS 


•   Department  of 
Agnculture 

•   Departiiieni  of 
Commerce 

•    Department  of 
Defense 

•    Department  of 
I-.du  cation 

•   Department  of 
Energy 

•   Department  of 
Health  and  Human 
Services 

•   Department  of 
Housing  and  Urban 
Development 

•    Department  of 
Ilie  Interior 

1 

1 

1 

1 

•   Department  of 
Justice 

•   Department  of 
Lalior 

•   Department  of 
State 

•    Department  of 
the  Ireasury 
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CHAPTER  SUMMARY 

In  order  to  investigate  the  financial  crimes  being  committed,  the  investigator  must  know 
about  the  laws  that  govern  these  crimes  and  how  laws  will  affect  financial  investigations. 

This  chapter  focuses  on  the  laws  pertaining  to  financial  crimes  and  the  associated 
elements  of  the  crimes. 

CHAPTER  OBJECTIVES 

•  Define  or  describe  selected  terms  related  to  the  field  of  law. 

•  Identify  the  statute  related  to  a  particular  cringe. 

•  List  the  elements  of  a  particular  crime. 

CHAPTER  WORKBOOK  CONTENTS 

U.S.  Qmn  of  Appeals  OtgrnizA^m 
Kdler  CoyrI  Case  Bcerdse 
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US,  comr  OP  APPBAis 

OBQANmnOH 


Circuits  of  the  U.S.  Court  of  Appeals 


1st  Circuit 

2ncl  Circuit 

3ra  circuit 

4tn  L>ircuii 

Maine 

New  York 

Pennsylvania 

West  Virginia 

Louisiana 

New  Hampshire 

Vermont 

New  Jersey 

Virginia 

Texas 

Massachusetts 

Connecticut 

Delaware 

Maryland 

Mississippi 

Rhode  Island 

Virgin  Islands 

North  Carolina 

Canal  Zone 

Puerto  Rico 

South  Carolina 

6th  Circuit 

7th  Circuit 

8th  Circuit 

gth  Circuit 

10th  Circuit 

Michigan 

Wisconsin 

Minnesota 

Hawaii 

Wyoming 

Ohio 

Illinois 

Iowa 

Washington 

Colorado 

Kentucky 

Indiana 

Missouri 

Oregon 

Utah 

Tennessee 
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answer  the  following  questions  pertaining  to  the  case. 

1 .  What  was  Koller  convicted  of? 

2.  What  federal  judge  presided  over  Keller's  trial? 

3.  What  appellate  judge  wrote  the  decision? 

4.  What  legal  issues  did  Koller  appeal? 
6.      What  was  the  court's  ruling? 
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Excerpt... 

In  the 

United  States  Court  of  Appeals 
For  the  Seventh  Circuit 


No.  90-3787 

United  States  of  America, 


Plaintiff-Appellee, 

V. 

Joseph  R.  Koller, 


Defendant-Appellant. 


Appeal  from  the  United  States  District  Coun 

for  the  Eastern  District  of  Wisconsin. 
No.  980  CR  2(V— Terence  T.  Evans.  Judge. 


Argued  September  20,  1991 — Decided  March  3,  1992 


Before  BAUER,  Chief  Circuit  Judge,  Ripple,  Circuit  Judge,  and  Fairchild, 
Senior  Circuit  Judge. 

Fairchild,  Senior  Circuit  Judge.  A  jury  found  Joseph  Koller  guilty  of 
conspiring  to  distribute  cocaine,  distributing  cocaine,  possessing  in  excess  of  500 
grams  of  cocaine  with  the  intent  to  distribute,  money  laundering,  and  possession 
of  an  interstate  firearm  as  a  convicted  felon.  Judge  Evans,  Eastern  District  of 
Wisconsin,  sentenced  him  to  20  years  on  each  of  five  counts  and  27  years  on  each 
of  three  counts,  all  to  be  served  concurrently.  Koller  appeals. 

Shia  Ben-Hur  testified  that  he  had  sold  cocaine  to  Koller  on  twenty-one 
occasions  in  1987  and  1988.  Koller  resold  some  of  this  cocaine  to  Ariyn  Ackley 
who  sold  it  to  an  undercover  agent  on  four  occasions.  Those  sales  forined  the 
basis  for  Counts  TWO  through  FIVE  of  the  indictment  charging  violations  of  21 
U.S.C.  V?  841(a)(1).  Ben-Hur  was  arrested  for  an  unrelated  cocaine  sale  in 
September  1988.  Ben-Hur  agreed  to  cooperate  with  the  government  in  its 
investigation  of  several  suspected  drug  traffickers,  including  Koller.  Ben-Hur 
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participated  in  a  government  controlled  sale  of  512  grams  of  cocaine  to  Roller, 
resulting  in  Count  SIX  of  the  indictment  and  an  additional  violation  of  21  U.S.C. 
§  S46.  Counts  ONE  and  SIX  involved  more  than  500  grams  of  cocaine.  Roller 
was  convicted  on  Count  SEVEN,  money  laundering  in  violation  of  18  U.S.C.  § 
1956(a)(l)(B)(i),  and  on  Count  EIGHT,  possession  of  an  interstate  firearm  as  a 
convicted  felon  in  violation  of  IS  U.S.C.  §  922(g). 

On  this  appeal  Roller  challenges  various  aspects  of  his  conviction  and 
sentence.  Each  argument  will  be  addressed  separately  and  any  fact  particularly 
relevant  to  that  argument  will  be  set  out  in  the  discussion. 


Roller  challenges  the  sufficiency  of  the  evidence  to  support  the  money 
laundering  conviction  on  count  SEVEN.  In  April,  198S,  Roller's  giri  friend,  Jane 
Vossekuil,  was  taken  into  state  custody  for  violation  of  her  probation,  because  she 
had  not  paid  her  restitution  obligation.  She  was  told  that  her  probation  would  be 
revoked  unless  she  paid.  Jane  called  Roller  and  asked  him  if  he  would  pay  it. 
He  agreed  and  indicated  that  he  would  get  some  of  the  money  from  outstanding 
drug  debts.  After  gathering  the  money.  Roller  went  to  the  probation  office  and 
attempted  to  pay  Jane's  restitution  obligation  with  over  $2()()()  in  cash.  The 
probation  officer,  Ms.  Ware,  would  not  accept  that  amount  of  cash  and  told  Roller 
that  he  needed  to  get  a  money  order.   Roller  then  took  the  cash  to  the  nearby 
Security  Bank  and  purchased  a  money  order.  He  told  the  teller  that  he  needed  the 
money  in  order  to  get  his  girl  friend  out  of  jail.  There  was  no  evidence  that  he 
was  asked  his  name  or  that  he  made  any  misrepresentation  to  the  bank.  Roller 
returned  to  the  probation  office  with  the  money  order  and  used  it  to  pay  Jane's 
restitution  obligation.  Ms.  Ware  wrote  out  a  receipt  for  the  payment  to  "Gerald 
Roller."  Although  Ms.  Ware  did  not  testify  specifically  that  he  told  her  his  name 
was  Gerald,  she  testified  that  she  asked  him  how  to  spell  his  name  or  that  she 
asked  him  how  to  spell  "Gerald"  and  that  he  spelled  it.  She  was  unsure  whether 
she  confirmed  the  spelling  of  his  last  name.  On  cross  examination  she  said  that 
was  the  only  time  he  told  her  his  name.   A  rational  juror  could  infer  from  her 
testimony  and  the  name  on  the  receipt  that  Roller  told  her  his  first  name  was 
"Gerald"  and  could  also  infer  that  in  doing  so  it  was  his  design  to  conceal  and 
disguise  his  identity  as  the  owner  of  the  money  order  and  the  funds  it 
represented.' 

Congress  enacted  the  Money  Laundering  Control  Act  of  198(S.  Pub.  L.  No. 
99-570.  §  1352,  100  Stat.  3207-lS  (codified  at  18  U.S.C.  8  1956).  to  make  money 
laundering  a  crime  and,  thus,  prevent  drug  traffickers  from  enjoying  the  profits  of 
their  crime.  S.  Rep.  No.  433,  99th  Cong..  2d  Sess.  4  (1986).  Senator  Bidon 
emphasized,  upon  introduction  of  the  Senate  Bill,  that  "Id|rug  traffickers  need 
money  laundering  to  conceal  the  billions  of  dollars  in  cash  generated  annually  in 
drug  sales  and  to  convert  his  |sicl  cash  into  manageable  form."  /(/.  Section 
195fi(a)(l)(B)(i)  makes  it  a  crime  to  conduct  a  financial  transaction  knowing  that 
the  property  involved  in  the  transaction  represents  the  proceeds  of  soiiu'  form  of 
unlawful  activity  and  knowing  that  the  transaction  is  designed  in  whole  or  in  part 
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to  conceal  or  disguise  the  nature,  the  location,  the  source,  the  ownership,  or  the 
control  of  those  proceeds. 

There  was  a  conflict  in  the  evidence  as  to  the  source  of  the  funds 
represented  by  the  money  order.  Jane  Vossekuil  testified  that  KoUer  told  her  he 
was  going  to  use  the  proceeds  of  his  drug  dealing,  and  there  was  evidence  of  such 
dealings.  On  the  other  hand.  Ms.  Vossekuil,  Koller  and  others  testified  that  he 
had  borrowed  the  funds.  Koller  seems  to  argue  that  this  was  insufficient  support 
for  a  verdict  that  the  money  originated  from  drug  dealing,  although  he  also  seems 
to  concede  that  the  jury  could  disbelieve  his  witnesses.  We  think  the  jury  could 
properly  resolve  this  conflict  against  Koller. 

Koller  also  argues  that  his  payment  of  Ms.  Vossekuil's  obligation  was  not 
an  offense  because  m  a  "classic"  money  laundering  case  the  transaction  is 
designed  to  hide  the  tainted  money  by  converting  it  into  something  valuable  which 
will  provide  a  benefit  for  the  money  launderer.  Here  Koller  obtained  only  Ms. 
Vossekuil' s  gratitude  or  perhaps  her  contractual  obligation  to  repay  the  money. 

It  is  true  that  one  coun  has.  in  overturning  money  laundering  convictions, 
considered  whether  the  transaction  could  be  described  as  a  typical  money 
laundering  transaction,  rejecting  the  argument  that  "the  money  laundering  statute 
should  be  interpreted  to  broadly  encompass  all  transactions,  however  ordinary  on 
their  face,  which  involve  the  proceeds  of  lawful  activity."  United  States  v. 
SamJers,  928  F.2d  940.  946  (10th  Cir.  1991)  (quoted  in  United  States  v.  Jackson, 
935  F.2d  832.  941  (7th  Cir.  1991).  Sanders  can  readily  be  distinguished,  and  in 
Jackson,  this  coun  affirmed  the  conviction.  We  do  not  think  the  argument  can  be 
successful  here.  Even  if  Koller  was  making  an  outright  gift  to  Ms.  Vossekuil.  a 
"transaction"  is  defined  in  this  statute  as  including  a  gift.  18  U.S.C.  §  1956(b)(3) 
(1988). 

There  are  two  transactions  in  this  case,  the  purchase  of  the  money  order 
and  the  transfer  of  the  money  order  to  the  probation  officer  in  payment  of  Ms. 
Vossekuil's  obligation.  Because  it  is  so  clear  that  the  purchase  of  the  money 
order  involved  no  concealment,  we  have  considered,  though  not  argued  by  Koller. 
whether  that  fact  would  prevent  conviction  for  the  second  transaction. 

In  order  to  convict,  the  second  transaction  (where  there  was  evidence  of 
a  design  to  conceal)  must  be  a  "financial  transaction"  as  defined  in  18  U.S.C.  § 
1956(c)(4).  The  part  of  the  definition  relevant  here  is  as  follows:  "a  transaction 
involving  the  use  of  a  financial  institution  which  is  engaged  in.  or  the  activities 
of  which  affect,  interstate  or  foreign  commerce  in  any  way  or  degree."  18  U.S.C. 
S  1956(c)(4)(B)  (1988).  The  government  did  introduce  evidence  of  the  activity 
of  Security  Bank,  the  issuer  of  the  money  order,  in  and  affecting  interstate 
commerce,  in  the  case  before  us.  there  is  no  evidence  that  the  purchase  and  use 
of  a  money  order,  and  in  that  sense  a  "use"  of  the  bunk  which  issued  it.  was  any 
part  of  the  design  to  conceal  or  disguise  anything  about  the  funds.  Had  Koller 
used  cash,  as  he  originally  attempted,  and  concealed  his  ownership,  there  would 
have  been  no  proof  of  a  'financial  transaction"  and  therefore  no  offense  under  § 
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1956(a)(1).  Such  a  transaction  would  have  been  a  "financial  transaction"  only  if 
the  transaction  "in  any  way  or  degree  affects  interstate  or  foreign  commerce."  IX 
U.S.C.  §  1956(c)(4)(A).  There  was  no  evidence  that  it  did.  The  statute  does  not, 
however,  literally  require  that  the  use  of  the  financial  institution  with  the  interstate 
commerce  nexus  be  a  part  of,  contribute  to,  or  facilitate  the  designed  to  conceal, 
and  since  the  purpose  of  the  inter.state  commerce  nexus  is  to  provide  a  predicate 
for  federal  legislative  jurisdiction,  we  think  that  the  use  of  the  financial  institution 
involved  in  the  transaction  may  be  incidental,  as  it  was  here,  and  need  not  be 
shown  to  have  been  a  part  of,  contributed  to,  or  facilitated  the  design  to  conceal. 


III.  OUTRAGEOUS  CONDUCT 

The  500  gram  transaction  charged  in  count  SIX  increased  the  possible 
penalty  upon  conviction.  Roller  argues  that  the  "government's  outrageous 
involvement  in  creating  the  offense  for  punishment  purposes  only"  violated  his 
due  proce.ss  rights.  Appellant's  Brief  at  35.  Roller  impliedly  argues  that  the 
government  created  the  offense  in  order  to  convict  him  of  possession  of  a  larger 
amount  of  cocaine  and,  thus,  received  a  longer  sentence."* 

For  governmental  conduct  to  constitute  outrageous  conduct  which  violates 
the  due  process  clause,  the  conduct  must  be  shocking  to  the  universal  concept  of 
justice.  United  States  v.  Miller,  891  F.2d  1265,  1267  (7th  cir.  1989).  In  this  case, 
the  government  supplied  cocaine  to  Ben-Hur,  the  defendant's  supplier,  for  a 
transaction  in  an  amount  greater  than  any  of  the  defendant's  previous  transactions 
w  ith  Ben-Hur.  Ben-Hur  suggested  the  transaction  to  Roller  at  the  direction  of  the 
government.  Roller  had  been  buying  cocaine  from  Ben-Hur  for  years  and  was 
clearly  predisposed  to  commit  the  offense.  The  governmental  conduct  involved 
no  more  than  a  conventional  sting  operation  and  could  not  be  characterized  as 
shocking  to  the  universal  concept  of  justice. 

The  determination  of  what  conduct  is  shocking  to  the  universal  concept  of 
justice  is  essentially  a  judgment  about  whether  the  government  has  violated  the 
community's  moral  standard.  Miller,  891  F.2d  at  1271  (Easterbrook,  Jl, 
concurring).  "There  is  doubt  as  to  the  validity  of  the  outrageous  governmental 
conduct  doctrine...  In  any  event  we  have  never  reversed  a  conviction  on  this 
ground."  United  States  v.  White,  No.  90-3073,  slip  op.  at  8  (7th  Cir.  Dec.  6, 
1991)  (citations  omitted);  See  also,  Hampton  v.  United  States,  425  U,S.  484  490, 
96  S.  Ct.  1646,  1650,  48  L.  Ed.  2d  113  (1976)  (remedy  of  criminal  defendant  for 
acts  of  government  agents  lies  solely  in  entrapment  defense).  Because  the 
governmental  conduct  here  clearly  does  not  meet  the  standard  for  outrageous 
conduct,  we  need  not  decide  whether  this  defense  continues  to  have  any  vitality 
in  this  circuit. 
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IV.  CONCLUSION 
The  convictions  and  sentences  are  AFFIRMED. 


NOTES: 

'  He  iilso  had  a  motive  for  concealing  ownership  of  funds  which  could  niise  a  question  as  to  their  source.  Koller's 
state  psirole  agent  testified  that  Koller  reported  to  him  bimonthly  as  to  his  activities.  At  each  such  meeting,  KoUer 
was  required  to  sign  a  statement  dechu  ing  that  the  report  was  a  true  account  of  his  activities  and  that  he  understood 
that  providing  false  information  could  constitute  sufficient  cause  for  revwation  of  his  parole. 


*  We  note  that  Koller  dix;s  refer  to  this  defense  iis  "entrapment."  but  there  was  clear  proof  of  predisposition. 
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What  is  the  United 
States  Code 


The  United  States  Code  (U.S.C.)  is  a  series  of  books 
used  for  recording  federal  statutes  enacted  by  Congress. 
It  consists  of  fifty  separate  numbered  titles.  Each  title 
covers  a  specific  subject  matter. 


Examples:    Title  1 1 
Title  26 


Bankruptcy  Statutes 
Tax  Statutes 


Two  versions  of  the  U.S.  Code  are  published  in 
annotated  form.  Most  law  libraries  carry  the  annotated 
versions. 


Locating  Statutes  in 
the  U.S.C. 


Locating  statutes  can  be  accomplished  by  using  any  of 
these  sources: 


Using  the  "citation"  to  the  statute. 
Using  the  general  and  subject  indexes. 
Using  the  popular  name  index. 
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Using  the  Citation 


The  reference  to  any  primary  law  source,  including 
federal  statutes,  is  termed  citation.  The  citation  tells  you 
where  the  law  is  located.  Citations  to  federal  statutes 
contain  the  title  of  the  U.S.  Code  where  the  statute  is 
found  and  the  section  number. 

Example:  Citation  for  the  Civil  Rights  Act  of  1964 


42 

1T 


U.S.C.A. 

1T 


Title         United  States 
Number  Code  Annotated 


§  2000  a-h 

Section  Subsection 
Number  Letters 


Finding  the  statute  using  the  citation: 


Locate  U.S.C.  book  volumes  for  Title 
42.  (Note  -  Titles  may  contain  more 
than  one  volume) 

Look  for  volume  containing  section 
2000. 


Using  the  Subject 
or  General  Subject 
Index 


Each  specific  title  has  a  subject  index  in  the  last  volume 
for  the  title.  There  is  also  a  general  index  for  all  of  the 
titles  in  the  entire  code. 


IF  YOU: 

THEN  USE  THE: 

Know  what  title  the 
statute  is  in 

Subject  index  for 
the  title 

Do  not  know  the  title 
of  the  statute 

General  index  for 
the  entire  code 

Example:  If  you  are  looking  up  statutory  information  on 
the  use  of  federal  education  funds  and  you  don't  know 
that  Title  20  addresses  these  statutes,  you  would  then 
use  the  general  index  for  the  entire  code. 
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Using  the  Popular  Oftentimes  you  hear  a  federal  statute  referred  to  by  its 

Name  Index  popular  name--for  example  the  Civil  Rights  Act.  You  can 

find  the  statute  by  using  the  Popular  Name  index  which 
accompanies  the  United  States  Code.  The  index  gives 
you  the  correct  citation  number  which  you  can  then  use 
to  look  up  the  statute. 


Example:  Civil  Rights  Act  in  Popular  Name  Index. 


Civil  itiuWs  Art  of  1957 

I'uh.  1..  XS-TL";,  Sept.  71  Stal.  6'4  (See  TitU-  5.  S  5315'ny):  Title  2S,  §ii  1  Ml,  ISdl; 

'liile  42,      I'J71,  lijTS,  l<J75.i,  l'n5K  VH^c.  l'J75J.  l')7.V,  l'W5) 
I'lih.  1..  X6-<S•'^,  mlo  IV.  S  401,  Sepi.  2X,  ]')^').      Slal.  724  (Title  42,  S  \^)Tyci 
I'lik  I,.  X6-44'J,  \1a\  6,  1%(),  title  IV,  title  VI,  74  Slat.  X'J  (Title  42.  Si)  l'J7l.  1'j75J) 
I'ulv  I..  X7-264.  title  IV.  .Sept.  21.  1461.  7.'5  .Stal.  .'i.W  (Title  42.  §  iy7V) 
I'uh.  1..  XX-l.'i2.  §  2.  Oct.  17.  m-^.  77  Stat.  271  (Title  42.  §  ly75c) 
I'ub.  1..  XX-352.  title  V,  July  2.  l')64.  7X  Stat.  249  (  Title  42.  §§  l';75a- l'J75d) 
Pub.  1..  W-108,  §  1.  Dec  14.        .  81  Stal.  5X2  (Title  42.      10750.  lf)75e) 
I'uh.  1,.  'M-521.  S<i  1-4  \o\.  25.  iy7(i.  Stat.  n56.  1357  (Title  42.      iy75a.  l')75h.  107^J. 

l';75e)  . 

Puh.  I..  02-64.  Aui;.  4.  1071.  85  Stat.  166  (Title  42.  S  1075e) 
I'uh.  1..  02-406.  Oct.  14.  1072.  X6  Stat.  01 1  (Title  42.  §§  1075.vl075e) 
I'uh.  I..  04-202.  S  2.  May  27.  1076.  0(1  Stat  524  (Title  42.  §  1075e) 
I'uh.  1.  05-n2.  S  2.  Oct  1  V  1077.  01  Stai  i  157  (Title  42.  §  1075e) 

I'uh.  1..  05-444.  (!*  2-7.  Oct  10  I07X  02  Stat.  1067.  106X  (Title  42.  §S  1075h.  I07V.  1075il. 
1075e) 

I'uh  I..  06-Xl.  5§  2.  '  Oil.  6.  1070,  0  <  Siai  642  (  Title  42.  §((  1075c.  1075el 
I'uh.  I,.  06-447.  §  2.  Oct.  1 10X0.  04  St.it.  1X04  (  Title  42.  §  1075et 

Civil  RIrWs  ,Ut  (if  1960 

I'uh.  I,.  S6-440.  may  6.  1060.  74  Stat.  X6  (  Title  18.  SS  X'7.  1074.  1500;    Title  20.  241. 
640;  Title  42.      1071.  1074-1074e.  1075d) 


Civil  RiRhrs  Ace  of  1%4 

I'uh.  1..  88-152.  July  2.  lOW.  78  Stat.  241  I'Tille  28.  S  1447;    Title  42.  Si-  1071.  107'ia- 1075u. 
2O()Oa-2O0Oh-6) 

I'uh.  1..  02-261.  §S  2-X.  10.  II.  13.  Mar.  24.  1072.  X6  Stal.  103-1 1?  (Title  42.  S§  20(Xle.  20()0e  l  ti. 
2000e-6.  20OOe-8.  2000e-0.  2OO0e-13  to  2000v--17) 
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State  Statutes  Each  state  has  its  own  set  of  statutes.  Many  of  the 

principleT  that  apply  to  researching  federal  statutes  can 
be  used  when  dealing  with  state  statutes.  However  there 
are  some  differences  in  how  the  statutes  are  organized. 
Some  of  the  variations  used  by  states  to  organize 
statutes  include:  "Chapter,"  "Penal  Code,"  or  "Penal 
Law"  versus  "Title."   It's  important  to  find  out  how  your 
state  s  laws  are  organized  prior  to  doing  research.  Many 
states  use  indexes  similar  to  the  U.S.C. 


Helpful  Hints  When  Trying  to  understand  what  a  statute  is  actually  saying  is 

Reading  Statutes  not  easy  because  of  the  way  it  is  written.  Below  are 

some  guidelines  used  by  the  courts  for  reading  and 

understanding  statutes. 


Read  the  statute  at  least  three  times.  Then 
read  it  again. 

;!  Pay  close  attention  to  "and"  and  "or." 

Assume  all  words  and  punctuation  in  the 
statute  have  meaning. 

<■    Interpret  a  statute  so  that  it  is  consistent  with 
all  other  related  statutes,  if  possible. 

:    Interpret  criminal  statutes  strictly. 
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STATUTE  CONBTRUCffON 


DIRECTIONS: 

This  exercise  is  designed  to  help  you  identify  the  elements  of  a  federal  statute.  The 
statute  listed  is  fictitious.  Reading  the  statute,  determine  the  important  elements  of  the 
crime  that  would  need  to  be  proven  in  a  court  of  law. 


STATUTE 


Whoever,  knowingly  and  with  intent  to  defraud  the  United  States,  or  any  agency 
thereof,  possesses  any  false,  altered,  forged,  or  counterfeited  writing  or  document 
for  the  purpose  of  enabling  another  to  obtain  from  the  United  States,  or  from  any 
agency,  officer,  or  agent  thereof  any  sum  of  money,  shall  be  fined  not  more  than 
$10,000  or  imprisoned  not  more  than  five  years,  or  both. 


List  the  elements  of  this  statute. 
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CHAPTER  SUMMARY 

A  successful  investigation  depends  on  the  financial  investigator  knowing  what  evidence 
to  gather  and  how  to  preserve  the  evidence  so  that  it  can  be  used  in  a  court  of  law.  An 
investigator  must  be  aware  of  this  early  on  in  the  investigative  process. 

This  chapter  focuses  on  what  evidence  is,  the  different  types  of  evidence,  and  whether 
or  not  the  evidence  is  admissible  in  a  court  of  law. 


CHAPTER  OBJECTIVES 

•  Describe  the  grand  jury  process. 

•  Describe  the  investigative  tools  used  by  the  grand  jury. 

•  Define  evidence. 

•  Distinguish  among  the  five  standards  of  proof. 

•  Describe  different  classifications  of  evidence. 

•  Determine  the  admissibility  of  evidence  by  applying  selected  rules  of 
evidence. 
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SCENARIO: 

It  has  been  alleged  that  Allen  Jones  is  a  notorious  narcotics  trafficker.  It  has  also  been 
alleged  that  Jones  provides  support  to  several  young  female  friends.  As  part  of  this 
support,  Jones  allegedly  purchased  a  1992  Cadillac  in  the  name  of  Helen  Bates. 

Through  previous  investigative  steps,  you  have  been  able  to  determine  that  the  vehicle 
in  question  was  purchased  from  CARS  R  US.  You  have  also  been  able  to  determine  that 
Ralph  Smith  was  the  salesman. 

You,  as  the  investigator,  are  to  visit  the  car  dealership  and  obtain  the  necessary  evidence 
to  show  Jones  purchased  this  vehicle. 


DIRECTIONS: 

What  evidence  would  you  obtain  and  how  could  it  be  used  to  prove  Jones 
purchased  the  vehicle? 
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AOMtSSmtUTY  Of  mOBHCB 


DIRECTIONS: 

Read  and  interpret  the  court  case,  U.S.  versus  Kramer,  recorded  on  the  following 
pages.  Answer  these  questions  concerning  the  case.  Be  prepared  to  discuss 
case  with  the  class. 


What  was  the  main  reason  for  the  appeal  in  this  case  by  Kramer? 


What  was  the  final  ruling  by  the  court  in  regards  to  the  admissibility  of  the 
evidence? 
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UNITED  STATES  of  America, 
Plaintiff-Appellee, 

V, 

John  A.  KRAMER,  Defendant-Appellant. 
No.  82-2024 

United  States  Court  of  Appeals, 
Seventh  Circuit. 

Argued  Feb.  11,  1983 

Decided  July  5,  1983. 
Rehearing  Denied  Aug.  5,  1983. 
Certiorari  Denied  Nov.  7,  1983. 
See  104  S.Ct.  397 

Defendant  was  convicted  in  the  United  States 
District  Court  of  the  Eastern  District  of  Wisconsin. 
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UNITED  STATES  v.  KRAMER 
Cite  as  711  F2d  789  (1983) 

JaiTics  A.  Walratli.  Shellow,  Shcllow  &  Glyiui.  Milwaukee.  Wis..  Ibr  dereiiilmit- 
appcllant. 

Lawrence  O.  Anderson.  Asst.  U.S.  Atty..  Milwaukee.  Wis..  Ibr  plaintilT-appellee. 
Before  CUMMINGS.  Chief  Judge,  and  CUDAHY  and  POSNER.  Circuit  Judges. 
CUMMINGS.  Chief  Judge. 

This  appeal  from  a  criminal  convictum  involves  a  nuniher  of  issues,  tlio  most 
interesting  of  which  is  whether  tJie  warrantless  search  of  people's  garbage,  put  outside 
their  homes  for  collection,  violates  any  interest  protected  by  the  Fourth  Aineiidnient. 

Defendant  was  indicted  for  two  counts  of  drug  trafficking  (2 1  U.S.C, 841(a)(  1 ) 
and  846)  aiid  two  counts  of  tax  evasion  (26  U.S.C.  §  7201).  The  indicmient  charged  that 
defendant  had  conspired  witJi  unidentified  persons  to  distribute  large  quantities  of 
marijuana  and  amphetamines  during  the  years  of  1977  and  197X.  that  on  one  occasion  in 
1977  defendant  had  distributed  some  l.CKX)  pounds  of  marijuana,  and  tJiat  defciuliuit  had 
willfully  attempted  to  avoid  paying  income  taxes  owed  for  the  years  of  1977  and  19/8. 
All  four  counts  were  tried  together  before  a  jury.  Pursuant  to  Rule  29(a)  of  the  Federal 
Rules  of  Cnminal  Procedure,  the  trial  judge  acquitted  defendant  of  the  tax  counts  at  the 
close  of  the  govenuiient's  case,  and  the  jury  convicted  defendant  on  both  drug  counts. 
The  judge  denied  defendant's  post-trial  motions,  sentenced  him  to  5  years  in  prison  with 
a  two-year  special  parole  temi.  and  he  has  appealed.  For  tJie  reasons  that  follow,  we 
affimi. 

I.         Li'i>(ility  of  Seizure  of  Drug  Sales  Records 

Among  the  evidence  received  at  trial  were  records  of  marijuana  sales  b> 
defendant.  The  records  were  found  among  garbage  defendant  iiad  put  by  the  roadside  in 
front  of  his  house  to  be  collected  by  a  private  garbage  removal  service.  The  garbage  was 
in  pla.stic  trash  hags  inside  plastic  garbage  containers  with  plastic  tops  (Tr,  247-249). 
Without  a  warrant  to  do  so.  local  police  investigators  picked  up  tiie  trash  hags,  tnuisported 
them  to  a  police  station,  and  searched  through  tlieir  contents  on  tlic  station  lloor.  Prior 
to  trial,  defendant  moved  to  suppress  these  records,  claiming  that  the  garbage  pick- 
ups-the  police  made  three  of  them-were  unlawful  under  the  F(iurtii  Ameiidinent.  The 
judge  denied  the  motion  without  aii  evidentiary  hearing  to  detennine  whether  the  trash 
bags  were  on  defendant's  property  when  tJie  police  removed  them.  rca.soning  that  since 
defendant  had  not  shown  (1)  that  what  was  in  the  trash  hags  "wdn  not  really  garbage"  and 
(2)  "that  he  had  not  abandoned  the  garbage  in  question"  (App.32-.V^).  defendant's  Fourth 
Amendment  rights  had  not  been  violated. 

{1|  Wc  agree  with  the  trial  judge  that  the  special  protcctinii  the  Fourth 
Amendment  accords  people  in  their  "persons,  houses,  papers,  and  effects"  docs  noi  .•xteiid 
to  their  discarded  garbage.  United  Suites  Terrw  7()2F.2d  299  (2d  Cir.l9SM.  ceiliorari 
denied.  —  U.S.  10.3  S.Ct.  2095.  77  L.Ed. 2d  3(W;  United  States  v.  Shclhw  51^  F2(l 
971.  973  (7th  Cir.l97S).  ceiliorari  denied.  4.39  U.S.  841.  99  S.Ct.  132.  .58  L.Hd.2d  l  .W. 
Of  course  people  sonietinics  do  not  want  others  to  see  things — e.g..  maga/incs.  Inuuicial 
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records,  correspoiidciicc.  doctor  bills — that  they  sometimes  throw  away.  But  people  caii 
easily  prevent  this  by  destroying  what  they  wain  to  keep  secret  before  they  discard  it.  or 
by  not  discarding  it.  Defendant  could  have  bunied  or  shredded  his  drug  records  before 
he  discarded  them  or  kept  them  hidden  somewhere  inside  his  house.  The  law  requires 
that  people  travelling  in  public  take  care  to  keep  hidden  things  in  their  possession  they 
do  not  want  oUiers  to  see.  United  Stcitt's  v.  Lee.  274  U.S.  599.  47  S.Q.  746,  71  L.Ed. 
1202  (1927).  and  not  to  say  things  they  do  not  want  others  to  overhear.  Hqffa  v.  United 
States.  .■^85  U.S.  293.  S7  S.Ct.  408.  17  L.Ed.2d  374  (19(i(i).  and  that  people  who  want  to 
keep  secret  numbers  they  dial  on  the  telephone  not  make  tlieir  phone  calls  at  home.  Smith 
V.  Maryland.  442  U.S.  7.35.  99  S.Ct.  2577.  61  L.Ed.2d.  220  (1979).  There  is  nothing 
unfair  about  requiring  that  people  not  discard  things  they  want  to  keep  secret,  or  destroy 
them  before  they  do. 

Because  of  an  added  feature  of  this  case  we  do  not  agree  with  the  trial  judge  that 
the  inquiry  ends  there.  Delendant  alleges  that  the  police  tresp;i.ssed  on  his  land  to  reach 
the  trash  bags.  It  appears  that  .fudge  Warren  made  no  tlnding  where  the  trash  bags  were 
when  the  police  seized  them.  Defendant's  pre-trial  motion"  to  suppress  the  drug  sales 
records  was  denied  witliout  an  evidentiary  hearing  even  though  defendant  alleged  in  an 
affidavit  in  support  of  that  motion  that  the  trash  bags  were  removed  fonn  his  property. 
One  of  the  policemen  who  picked  up  the  garbage  bags  testified  at  trial  that  the  bags  were 
located  just  beyond  the  perimeter  of  defendant's  property  and  judging  from  his  ruling  on 
defendant's  motion  for  a  new  tnal.  Judge  Warren  may  have  credited  that  testimony  as 
undisputed: 

Any  doubts  as  to  the  correctness  of  that  [suppression]  ruling  were  dispelled  during 
the  offer  of  proof  made  by  defeiuhuit  at  trial  concerning  the  physical  layout  of  the 
area  from  which  this  garbage  was  seized.  Therclore.  the  Court  rejects  defendant's 
seizure  argument. 


(Government  App.5.)  However,  the  Govenimcnl  as  much  as  concedes  in  its  brief 
that  this  testimony  was  not  undisputed  by  admitting  that  in  defendant's  pretrial  affidavit 
he  claimed  "that  the  garbage  was  taken  Irom  an  area  inside  his  |penmeter|fence"  (Br.  1.3.) 
Therefore,  we  must  assume  that  the  garbage  was  on  defendant  s  property  when  the  police 
removed  it. 


|2|  Though  one  might  suppose  from  the  huiguagc  of  the  Fourth  Amendment  that 
it  does  to  [)rotect  people  against  searches  of  their  lands,  the  Supreme  Court  has  interpreted 
it  to  protect  all  reasonable,  legitimate  expectations  of  privacy.  United  States  v.  Knotts. 
_U.S._.  103  S.Ct.  lOSl.  75  L.Ed.2d  55  (1983);  Rakes  v.  Illinois.  4.39  U.S.  128.  143.  99 
S.Ct.  42 1.  4.30.  58  L.Ed.2d  387  ( 1987);  Kat:  v.  United  States.  3S9  U.S.  .347.  88  S.Ct.  507. 
19  L.Ed.2d  576  (1976).  and  there  is  no  reason,  in  theory  at  least,  why  homeowners  c;uinot 
have  reasonable,  legitimate  expectations  of  privacy  in  their  adjacent  lands.  United  States 
v.  Swart.  679  F.2d  698  (7th  Cir.1982);  United  States  e.\  re.  Saiken  v.  '^ensin^^er.  546  F.2d 
1292  (7tli  Cir.1976).  certiorari  denied.  431  U.S.  930.  97  S.Ct.  2633.  53  L.Ed.2d  245 
( 1977).  Defendant  may  have  had  a  privacy  expectation  in  the  huid  on  which  he  claims 
the  police  trespassed  ;uid  if  he  did.  then,  assuming  the  trespass  invaded  tliat  privacy,  and 
evidence  recovered  from  the  trash  bags  should  have  been  suppressed — the  police  acted 
on  behalf  of  the  state  when  they  conducted  the  search,  and  evidence  a  state  obtains  in 
violation  of  a  person's  Fourth  Amendment  rights  may  not  be  admitted  against  that  person 
in  a  federal  criminal  trial.  /:/A///.v  v.  United  States.  364  U.S.  206.  80  S.Ct.  1437.  4L.E(1.2(1 
1669  ( 1960).  overruhng  the  often  criticized  "silver  platlcr"  doctrine  cMablished  in  Weeks 
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V  United  States.  232  U.S.  .383.  398.  34  S.Cl.  341.  .346.  58  L.Ed.  652  (1914).  It  does  not 
follow,  moreover,  thai  because  any  expectation  ot  privacy  defendant  may  have  had  in  his 
garbage  was  unrca.sonable;  it  was  constitutionally  permissible  for  the  police  to  trcspa.ss  on 
his  laiid  to  seize  his  garbage.  Defendant's  expectation  regarding  his  garbage  and  his 
expectation  regrading  his  land  are  distinct.  We  do  not  doubt,  for  example,  that  had  the 
police  broken  into  defendant's  house  aiid  removed  the  records  Irom  a  waste  paper  ba.sket 
in  defendant's  bedroom,  the  records  would  not  be  admissible  as  evidence  against  him. 
even  if  all  that  was  in  the  waste  paper  ba.skei  wa.s  garbage. 

For  present  purposes,  an  expectation  of  privacy  is  simply  an  interest  protected  by 
the  Fourth  Amendment.  The  alleged  trespa.ss  invaded  defendant's  privacy  if  it  infringed 
some  interest  tlie  Fourth  Amendment  wa.s  intended  to  protect.  The  Fourth  Amendment 
protects  at  least  three  possible  interests  that  would  have  been  at  stake  had  the  police 
broken  into  dele!id;uit  s  house  to  search  for  his  drug  records.*  First  is  defendant's  interest 
in  peace  and  quite.  The  Fourth  Amendment  protect.s  that  interest  by  prohibiting  searches 
that  physically  disrupt  people's  households.  United  States  v.  United  States  District  Court. 
407  U.S.  297.  313.  92  S.Ct.  2125.  21.34.  32  L.Ed,2d  752  (1972)  ("lP|hysical  entry  of  the 
home  is  the  chief  evil  against  which  the  wording  of  the  4th  Amendment  is  directed  ***). 
Police  c;uinoi.  for  example,  nuisack  someone's  house,  see.  e.}>..  Mapp  v.  Ohio.  367  U.S. 
643.  81  S.Ct.  1684.  6  L.Ed.2d  1081  (1961).  or  lly  a  helicopter  20  feet  above  the  roof  of 
his  house,  see.  e.a..  People  v.  Sneed.  32  Cal.  App..3d  535.  108  Cal.Rpir.  146  (Cal.Ct.App. 
1973).  to  look  for  evidence  of  criminal  conduct.  Second  is  defendant's  interest  in 
relaxation,  in  retiring  someplace,  his  home,  where  because  what  he  says  and  does  is  not 
subject  to  public  scrutiny,  he  can  act  as  he  pleases.  Many  people  enjoy  stepping  off  stage 
now  and  then:  it  gives  them  a  ch;uicc  to  do  and  say  things  they  might  well  be  too 
reserved  to  do  and  say  in  public.  The  Fourth  Amendment  protects  that  interest;  it  keeps 
people's  homes  off  the  public  stage  by  limiting  the  power  of  the  government  to  eavesdrop 
and  spy  on  home  lives  even  when  the  spying  ;uid  eavesdropping  do  not  physically  disrupt 
households.  Alderman  v.  United  States.  394  U.S.  165,  89  S.Cl.  961.  22  l.Ed.2d  176 
(1969):  Katz  v.  United  States.  .347. 8H  S.Ct.  507.  19  L.Ed.2d  576  (1976):  Dietemann  v. 
Time.  Inc..  2S4  F.Supp  925  (C.D.Cal.  1968).  affirmed  on  state  grounds.  449  F.2d  245  (9th 
Cir.  1971).  Third  is  defendimt's  interest  in  public  esteem.  Most  people  know  facts  about 
themselves,  i.e..  habits  they  have,  custom.s  they  observe,  beliefs  they  hold,  thoughts  they 
think,  that  they  prefer  to  keep  to  themselves,  not  because  they  would  act  any  differently 
if  the  public  knew  them  but  because  the  public  might  think  less  well  of  them  if  it  knew 
them.  By  limiting  the  power  of  the  police  to  eavesdrop  and  spy  in  way.s  that  are  not 
physically  intrusive,  the  Fourth  Amendment  also  protects  this  interest. 

The  trespass  defcnd;uit  alleges  to  have  occurred  did  not  infringe  ;uiy  of  these 
interests.  Dcfe'uhuit  claims,  and  as  noted  above  we  assume,  that  the  police  removed 
Kramer's  trash  bags  from  just  inside  a  knee-high  chain  fence  that  runs  along  a  street  curb 
some  .30  feet  from  the  fnmt  of  the  defendant's  hou.se.  (See  Government's  Exhibit  102-1- 
2).  To  do  so.  it  was  necessary  for  the  police  to  trespass  a  few  feet  upon  the  outer  edge 
of  yard  either  by  reaching  acn)ss  the  fence  into  the  air  space  above  the  yard  or  by 
stepping  across  the  fence  onto  the  yard.  Neither  act  was  a  threat  to  the  peace  and  quiet 
of  defendant's  home.  The  trespass  did  not  interfere  with  defendant's  enjoyment  of  his 
front  yard — the  police  emptied  trash  bags  at  the  station,  not  on  defendiuit's  lawn — nor  did 
it  interfere  with  the  weekly  routine  defendant  followed  to  dispose  of  his  garbage — the 
police  unobtrusively  picked  up  the  trash  bags  on  the  s;une  days  defendant's  regular 
garbage  collector  would  have.  In  fact,  defciuhuit  did  not  even  discover  that  the  trespass 
had  occurred  until  the  g(weninicnt  told  him  of  it  some  3'/:  years  later  pursu;uit  to  its  open 
file  policy.    Nor  was  this  kind  of  trespass  and  seizure  a  threat  to  the  secrecy  of 
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defendant's  home  life.  It  did  not  enable  the  police  to  hear  or  see  things  in  or  near 
defendant's  house  that  they  would  not  have  been  able  to  see  or  hear  if  they  had  remained 
just  beyond  the  fence,  which  was  a  single  chain  of  metal  suspended  some  2  or  3  feet 
above  the  ground,  not  a  solid  20-foot  wall.  Compare,  e.g..  State  v.  Boynton,  58  Hawaii 
530, 574  P.2d  1 330  (Haw.  1978).  The  fence  may  have  persuaded  passers-by  not  to  wander 
onto  defendant's  front  lawn,  but  it  certainly  did  not  keep  ihem  from  observing  activities 
about  defendant's  house. 

13]  Defendant  does,  of  course,  have  a  possessory  interest  in  his  land,  an  interest 
in  preventing  others  from  using  it,  and  thai  interest  was  infringed  by  the  assumed  trespass. 
But  the  Fourth  Amendment  does  not  protect  possessory  interests  in  land.  Rakas  v. 
Illinois,  439  U.S.  128,  143-144  n.  12,  99  S.Ct.  421,  430-431  n.  12,  58  L.Ed.2d  387 
( 1978);  Hester  v.  United  States,  265  U.S.  57,  44  S.Ct.  445,68  L.Ed.  898  (1924).  Every 
trespass,  by  definition,  invades  someone's  right  of  possession,  but  not  every  government 
trespass  violates  the  Fourth  Amendment.  Hester,  supra.  Only  those  that  infringe  a 
privacy  interest  do;  preventing  others  from  using  one's  land  in  the  circumstances  here  is 
certainly  not  a  privacy  interest.  Therefore  the  district  court's  denial  of  the  motion  to 
suppress  was  proper. 
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CHAPTER  SUMMARY 

The  financial  investigator  must  know  where  to  look  for  Information  that  may  ultimately  be 
used  as  evidence  against  or,  on  the  other  hand,  in  support  of  a  suspect. 

This  chapter  focuses  on  sources  of  Information  that  may  be  of  interest  to  the  investigator. 

CHAPTER  OBJECTIVES 

•  Discuss  what  factors  Influence  the  selection  of  a  suspect  to  target  in  an 
Investigation. 

•  Identify  appropriate  sources  to  obtain  specific  information. 

•  Analyze  financial  records  for  leads. 


Sourcies  of  Information  . 

.Q6b^^#--ji|^lil;i^^^^^ 
Case  Exerdse 

Mary  and  Johri  Crook  inve$tigjgitipn 


CHAPTER  WORKBOOK  CONTENTS 


FINANCIAL  INVESTIGATIONS 


Chapter  4;  Sources  of  Information 


ERIC 


Student  Workbook 


SOURCES  OF  mfonmTiON  - 


WHAT  TO  LOOK  FOR 

WHERE  TO  LOOK 

REAL  ESTATE  RECORDS 

•  Property  suspect  owns  and 
location 

•  Purchase  price  of  property 

•  How  property  was  paid  for 

Clerk  of  Court  and  Register  of 
Deeds  offices  in  county  property 
located 

Documents: 

•  Deeds  of  Ownership  and 
Title  Certificates 

•  Property  Tax  Records 

CORPORATE  RECORDS 

Owner  Verification 

•  Names  of  corporate 
officers 

•  Attorney  who  handled 
incorporation 

•  Board  of  Directors 

State  where  incorporation 
occurred  or  where  doing 
business 

Documents: 

•  Articles  of  Incorporation 

•  Annual  reports  of  franchise 

•  By-Laws 

Financial  Statements  (if 
publicly  owned  company  - 
files  with  Security  and 
Exchange  Commission) 

PARTNERSHIP  RECORDS 

Partners  Names 

Capital  contributions  of  the 

partners 

Agreements  regarding  division  of 
profit  and  loss 

Powers  and  duties  of  partners 

General  Partnership  -  no 
requirement  to  file 

Limited  Partnership  -  located  in 
state  where  partnership  formed 

Document: 

Certificate  of  Limited  Partnership 
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WHAT  TO  LOOK  FOR 

WHERE  TO  LOOK 

TRUST  RECORDS 

Beneficiaries  of  the  Trust 
Land  transfers  and  other  assets 

Registration  not  required  by  all 
states 

ASSUMED  NAME  INDEXES 

Names  of  hidden  principals 
Trade  or  commercial  names 

Filed  in  county,  city  or  state 
where  business  organized 

Document: 

Assumed  Name  Certificate 

BETTER  BUSINESS  BUREAU 

General  information  concerning 
operation  of  business 

City  or  county  where  business 
located 

CHAMBER  OF  COMMERCE 

Names  of  businesses  in  local 
area 

Names  of  officers  in  company 

City  or  county  level 

UNIFORM  COMMERCIAL  CODE  FILINGS  (UCC) 

Chattel  (non-real  estate 
mortgages) 

Loans  made  to  individuals  or 
businesses  for  the  purchase  of 
equipment,  furniture,  automobiles 
and  other  personal  property 

State  and  county  level 

COURT  RECORDS 

Divorce  decrees 
Bankruptcy  petitions 
Judgements 
Insurance  Settlements 
Property  Settlements 

Clerk  of  Court  Office 
Documents: 

Court  transcripts  of  criminal  and 
civil  law  suits 
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GEORG£  CHAPMAN 
BMBEZtLEMEMt  CASE 
EXERCISE 


SCENARIO: 

An  informant  has  provided  the  following  information  to  your  agency. 


George  Chapman  just  "stole"  $30,000  from  a  trust  fund  he  was  administering  for 
the  Widow  Jones  and  her  three  babies.  Chapman  allegedly  used  the  stolen 
money  for  a  $12,500  down  payment  on  a  lake  cottage  and  a  "big  power  boat." 
George  and  his  wife,  Susan,  live  in  Madison,  Wisconsin. 

Your  supervisor  asks  you  to  handle  the  investigation.  You  plan  to  do  the  following: 

1.      Check  the  suspect  out  to  see  what  you  can  find  out 
2       See  what  public  records  can  tell  you  about  the  suspect 
3.       Report  back  to  your  supervisor  with  the  findings. 


PART  I  -  GEORGE  CHAPMAN  INTERVIEW 


Chapman  tells  you  that  your  source  of  information,  whoever  it  is,  is  "all  wrong." 
He  admits  that  he  just  bought  a  Ski  Master  super  powerboat  and  a  lake  cottage, 
and  provides  the  purchase  invoice  for  the  boat  (cost  =  $29,500)  and  closing 
statement  for  cottage  (down  payment  =  $12,500).  Chapman  then  tells  you  the 
$42,000  came  from  the  sale  of  his  old  house,  and  he  doesn't  like  cops,  so  either 
arrest  him  or  "pound  sand."  You  leave  with  copies  of  the  doctments,  notes  of 
what  he  said,  and  a  suspicion  that  he  may  not  be  telling  the  truth. 


What  information  needs  to  be  verified  from  the  interview? 
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PART  II  -  SEARCH  OF  PUBLIC  RECORDS 

You  are  now  ready  to  search  the  records  at  the  County  Register  of  Deeds  to  see 
if  Chapman  told  the  truth. 

You  explain  what  you  want  to  do  to  one  of  the  clerks  at  the  county  Register  of 
Deeds  office.  Being  a  helpful  soul,  the  clerk  shows  you  how  to  search  the  records 
and  tells  you  that  on  January  1 , 1980,  the  Real  Estate  Transfer  Fee  rate  increased 
from  $1.00  per  thousand  to  $3.00  per  thousand. 

Attached  are  the  copies  of  the  documents  that  you  located  during  your  search. 
Using  the  documents  provided,  complete  the  chart  on  the  following  page. 
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DOCUMENT 

INFORMATION  FROM  DOCUMENT 

Document  #  -  1528537 

Document  #  -  1528538 

Document  #  2057172 

Document  #  -  2057173 

Document  #  2057174 

Document  #  -  2068393 

Document  #  -  2071138 

FINANCIAL  INVESTIGATIONS 


Chapter  4:  Sources  of  Information 


Student  Workbook 


PART  III  -  EVALUATE  FINDINGS 


STEP  1.      Determine  Proceeds  from  Sale  of  Old  Residence 

Note:  You  know  that  a  30-year  mortgage,  such  as  this,  calls  for  mostly  interest  payments  in  the 
eariy  years,  and  mostly  principal  in  the  later  years.  Your  best  estimate  is  that  during  the 
first  10  years  of  the  30,  Chapman  probably  paid  about  one-fourth  of  the  principal. 


STEP  2.       Determine  Cost  of  New  Residence 


STEP  3.       Determine  Cash  Invested  in  New  Residence 


STEP  4.       Summarize  Findings 
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WARRANTY  DEED 


DOCUMENT  NO.  1528537 


This  DGGd,  made  between 


 Harvard  Builders,  Inc..  

 a  Wisconsin  Corporation  

Grantor  and  George  R.  Chapman  and  Susan  M.  Chapman. 

 husband  and  wife,  as  lolnt  tenants 


  Grantee 

WitnGSSGth ,  That  the  said  Grantor,  for  a  valuable  consideration  

 ^conveys  to  Grantee  the  following  described  real  estate  In  

 ^County  State  of  Wisconsin. 

Lot  2.  West  Mcadmv  Hills,  city  of  Madison,  Diirc  County.  Wisconsin;  subject  to  ;dl  RcsU-ictions,  E;Lscmcnts  and  zoning  ordinances 
of  record. 

Grantees  acknowledge  thai  the  land  to  the  southeast  of  the  extension  of  Putnam  Road  south  and  Prairie  Road  east,  is  zoned  R-3  or 
R-4  for  future  planned  unit  development;  and,  that  the  hind  south  of  Raymond  Road,  north  of  Pilgrim  Road.  ;uid  east  ;ind  west  of 
McKenna  Bouleviird  extended  to  Raymond  Road  is  zoned  C-1,  R-3  or  R-4  for  commerci;il  use.  duplexes  or  ap;u-tments,  and  that 
Grantees  or  their  successors  will  not  object  to  such  use. 

TRANSFER 

$44.00  

FEE 

This  IS  ^homestead  property. 

(IS)  (IS  not) 

Together  with  all  and  singular  the  hereditaments  and  appurtenances  thereunto  belonging: 

And  

warrants  that  the  title  is  good,  indefeasible  in  fee  simple  and  free  and  clear  of  encumbrances  except  ^  ^  


REGISTER  S  OFFICE  i 

Dare  COUNTY  Wl  1  SS 
RECORDED  AT  Madison  Wl  ) 


July  19  1977 
DOCUMENT  NO  152B537 

RETURN  TO 


TAX  PARCEL  NO 


and  will  warrant  and  defend  the  same 

Dated  this  18th  day  of     July  •  ^^JI  

 IhniU  W  ni.  Cnn  kcr  ^(SEAL)  Iris  .1.  Rosenhcru  (SEAL) 

 David  Wm  Crocker  President   Iris  J.  Rosenberg,  Secretary  

 ^(SEAL)  ^(SEAL) 


AUTHENTICATION 

Signature(s)  

Slan  Hrow  n  


authenticated  this     18th   day  of  July 


Atty.  Stan  Brown  

TITLE   MEMBER  STATE  BAR  OF  WISCONSIN 

(If  not.  _1 


ACKNOWLEDGEMENT 

STATE  OF  WISCONSIN  ) 

)  SS 

Dare  County.  ) 

Personally  came  before  me  this     18th   day  of  July 

 ,  19  77  the  above  named  

David  Wm.  Crocker,  President,  and  

Iris  J.  Rosenberg,  Secretary  

of  the  above  named  corporation.  
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DOCUMENT  NO.  1528538  register's  office 

DARE  COUNTY,    V.'I  .  SS 
RECORDED  ON 

D-MORTGAGE 

Julv  19  1  53  PM  '■: 
Vol   10382  ■ 


_i  Splice  Above  This  Line  Poi  Recording  Datel 


MORTGAGE 

THIS  MORTGAGE  ("Security  Instrument")  is  given  on     Julv  18th  

1977         The  mortgagor  is  George  R.  Chapman  and  Susan  M.  Chapman,  his  wife  and  in  her  own  right 

 ("Borrower")  This 

Security  Instrument  is  given  to  Department  of  Veterans  Affairs  which  is  organized  and 

existing  under  the  laws  of  and  whose  address  is 

77  North  Broward  Street.  Madison,  Wisconsin  53901  ^("Lender"). 

Borrower  owes  Lender  the  principal  sum  of  Forty  one  thousand  one  hundred  Dollars  (U.S. 

$  41,100  ).  This  debt  is  evidenced  by  Borrower's  note  dated  the  same  date  as 

this  Security  Instrument  ("Note")  which  provides  for  monthly  payments,  with  the  full  debt,  if  not  paid  earlier, 

due  and  payable  August  1 ,  2007  .  This  Security  Instrument  secures  to  Lender:  (a)  the 

repayment  of  the  debt  evidenced  by  the  Note,  with  interest,  and  all  renewals,  extensions  and  modifications: 
(b)  the  payment  of  all  other  sums,  with  interest,  advanced  under  paragraph  7  to  protect  the  security  of  this 
Security  Instrument;  and  (c)  the  performance  of  Borrower  s  covenants  and  agreements  under  this  Security 
Instrument  and  the  Note.  For  this  purpose.  Borrower  does  hereby  mortgage  grant  and  convey  to  Lender, 

with  power  of  sale,  the  following  described  property  located  in  Dare  

County,  Wisconsin: 


Lot  2.  West  Meadow  Hills,  city  of  Madison,  Dare  County.  Wisconsin 


which  has  the  address  of  2300  Walter  Road  Madison  

(Street)  (Cityi 

Wisconsin     53713  ("Property  Address"). 

(Zip  Code) 

TOGETHER  WITH  all  the  improvements  now  or  hereafter  erected  on  the  property,  and  all 
easements,  rights,  appurtenances,  rents,  royalties,  mineral,  oil  and  gas  rights  and  profits,  water  rights  and 
stock  and  all  fixtures  now  or  hereafter  a  part  of  the  property.  All  replacements  and  additions  shall  also  be 
covered  by  this  Security  Instrument.  All  of  the  foregoing  is  referred  to  in  this  Security  Instrument  as  the 
"Property " 

BORROWER  COVENANTS  that  Borrower  is  lawfully  seised  of  the  estate  hereby  conveyed  and  has 
the  right  to  mortgage,  grant  and  convey  the  Property  and  that  the  Property  is  unencumbered,  except  for 
encumbrances  of  record.  Borrower  warrants  and  will  defend  generally  the  title  to  the  Property  against  all 
claims  and  demands,  subject  to  any  encumbrances  of  record. 

THIS  SECURITY  INSTRUMENT  combines  uniform  covenants  for  national  use  and  non-uniform 
covenants  with  limited  variations  by  jurisdiction  to  constitute  a  uniform  security  instrument  covering  real 
property. 
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WARRANTY  DEED 


^^\.        1    1  ft  J  r~  ft.  1 T*    ft  1  ^^\.       ^  t\  rnrim  *  mm ^ 

DOCUMENT  NO.  2057172 

This  Deed,  made  between 
JacKson  Custom  Homes  and  Construction.  Inc. 
a  Wisconsin  Corporation 

REGISTER  S  OFFICE  ) 

Date     COUNTY  Wl    \  SS 
RECORDED  AT  1 

DEC  3  1987 

DOCUMENT  NO  2057172 

RETURN  TO 

Grantor  and 

George  R.  Chapman  and  Susan  M.  Chapman 

TAX  f-ARCEl.  NO 

Husband  and  Wife 

Grantee. 


WitneSSeth,  That  the  sad  Grantor,  for  a  valuable  consideration  

 ^conveys  to  Grantee  the  following  descnbed  real  estate  in 

Dare  County.  State  of  Wisconsin: 


Lot  Ton.  (10)  Piirk  Ridge  Hcight.s,  in  the  city  of  Madison,  Diirc  County.  Wi.sconsin 


TRANSFER 

;  70  

FEE 

This  IS  not  homestead  property 

(IS)  (is  not) 

Together  with  all  and  singular  the  hereditaments  and  appurtenances  thereunto  belonging: 

And  ^  

warrants  that  the  title  is  good,  indefeasible  in  fee  simple  and  free  and  clear  of  encumbrances  except 


and  will  warrant  and  defend  the  same. 

Dated  this  1st   day  of   December  .  19  87 

 (SEAL)       Jackson  Custom  Homes  and  Construction,  Inc.  ^(SEAL) 

  Mary  Lou  Kite  

 (SEAL)      Thomas  W  Web,  President  (SBM) 

 Thomas  W.  Wch  


AUTHENTICATION 

Signaturp(s)  

riiil  Hliikc  


nuthsnticatpd  this    1st      day  of  December  ,  1987 


Attornny  Phil  Blake  

TITLE   MEMBER  STATE  BAR  OF  WISCONSIN 

(If  not   i 


ACKNOWLEDGEMENT 

STATE  OF  WISCONSIN  ) 

)  SS 

 Dare  County.  ) 

Personally  came  before  me  this    1st    day  of  December 

1987  the  above  named  

Thomas  W.  Web  and  Mary  Lou  Kub  
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DOCUMENT  NO.  2057173  register's  office 

DARE  COUNTY,    V.-I  .  ?S 
RECORDED  ON 

D-MORTGAGE 

Dec-    •;     J.   5."    PM     •■  S" 

o  1    *  -.'  o o _ 

 (Space  Above  This  Line  For  Recording  Datei  

MORTGAGE 

THIS  MORTGAGE  ("Security  Instrument")  is  given  on       December  1  

19  87         The  mortgagor  is       George  R.  Chapman  and  Susan  M.  Chapman  

 ("Borrower")  This  Security 

Instrument  is  given  to  First  Federal  Savings  and  Loan  Association  which  is  organized  and 

existing  under  the  laws  of  United  States  of  America  and  whose  address 

IS    202  Main  Street       Madison,  Wl  53703  ("Lender"). 

Borrower  owes  Lender  the  principal  sum  of  One  Hundred  Twenty  Two  Thousand  and  no/1 00  

Dollars  (U.S.  $  122.000.00  -  ).  This  debt  is  evidenced  by  Borrower  s  note  dated  the 

same  date  as  this  Security  Instrument  ("Note")  which  provides  for  monthly  payments,  with  the  full  debt,  if 

not  paid  earlier,  due  and  payable   according  to  its  terms  .  This  Security  instrument  secures  to 

Lender:  (a)  the  repayment  of  the  debt  evidenced  by  the  Note,  with  interest,  and  all  renewals,  extensions 
and  modifications;  (b)  the  payment  of  all  other  sums,  with  interest,  advanced  under  paragraph  7  to  protect 
the  security  of  this  Security  Instrument;  and  (c)  the  performance  of  Borrower's  covenants  and  agreements 
under  this  Security  Instrument  and  the  Note.  For  this  purpose.  Borrower  does  hereby  mortgage  grant  and 

convey  to  Lender,  with  power  of  sale,  the  following  described  property  located  in  

Dare  County,  Wisconsin: 

*  Husband  and  wife  and  each  individually 

Parcel  A:  Lot  ten  (10),  Park  Ridge  Heights,  in  the  city  of  Madison. 
Parcel  B;  Lot  two  (2),  West  Meadow  Hills,  in  the  City  of  Madison. 


which  has  the  address  of     (Lot  2)  2300  Walter  Road  and  2000  Jack's  Place  Madison 

(Street)  (City) 

Wisconsin   53713  ("Property  Address"); 

(Zip  Code) 

TOGETHER  WITH  all  the  improvements  now  or  hereafter  erected  on  the  property,  and  all 
easements,  rights,  appurtenances,  rents,  royalties,  mineral,  oil  and  gas  rights  and  profits,  water  rights  and 
stock  and  all  fixtures  now  or  hereafter  a  part  of  the  property.  All  replacements  and  additions  shall  also  be 
covered  by  this  Security  instrument.  All  of  the  foregoing  is  referred  to  in  this  Security  Instrument  as  the 
"Property." 

BORROWER  COVENANTS  that  Borrower  is  lawfully  seised  of  the  estate  hereby  conveyed  and  has 
the  right  to  mortgage,  grant  and  convey  the  Property  and  that  the  Property  is  unencumbered,  except  for 
encumbrances  of  record.  Borrower  warrants  and  will  defend  generally  the  title  to  the  Property  against  all 
claims  and  demands,  subject  to  any  encumbrances  of  record. 

THIS  SECURITY  INSTRUMENT  combines  uniform  covenants  for  national  use  and  non-uniform 
covenants  with  limited  variations  by  jurisdiction  to  constitute  a  uniform  security  instrument  covering  real 
property. 
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Document  No  2057174  PfOPOSal 

i_y  w  v^LJ  III  w  III  i  'I  \J  •  ^\  >  ^  1  1  '  »                                  "    ■  ^^^^ 

BASIN,  INC. 

30  S.  Meadow  St. 
Madison,  Wl  53703 

Paqe  No 

of  Paqes 

PROPOSAL  SUBMITTED  TO: 

Phone:  834-4211 

Date;  8  87 

Name;  George  imd  Susim  Chapm;in 

Job  Name: 

Street:  2301)  Walter  Road 

Street:    Jack's  Place  LOT  #10  Piu-k  Ridge 
Heights 

City:  Madison 

City:  Madison 

State:  WI 

State:  WI 

Architect:  Jim  Vincent 

Date  of  Plans: 

8/3/87 

We  hereby  submit  specifications  and  cost  for  building  construction  as  follows: 


SPECIFICATIONS  INCLUDED 

THIS  CONTRACT  IS  CONTINGENT  ON  SALE  OF  2  3  00  WALTER  RESIDENCE 

Office  of  Register  of  Deeds 

Dare  County,  Wisconsin 

R^-. -eived  for  recording  July  i?,  i?"": 

At   3:05  O'clock  p.m.  and 

recorded  in  Vol.  10882  of  records  on  page  27 
Harold  K.   Hill,  Register  

We  hereby  propose  to  furnish  labor  and  materials  complete  in  accordance  with  the  above  specifications  for  the  sum  ot 

One  Hundred  forty-Nine  Thousand  dollars  ($149.000.00  ;  

with  payment  to  be  made  as  follows: 

//■^  on  acceptance,  1/3  on  cumnlelion  of  drv  wall.      on  coniplelion  ,  


All  material  is  guaranteed  to  be  as  specified.  All  work  to  be  completed  in  a  workmanlike  manner  according  to  standard 
practices  any  alteration  or  deviation  form  above  specifications  involving  extra  costs,  will  be  executed  only  upon  written 
orders,  and  will  become  an  extra  charge  over  and  above  the  estimate,  all  agreements  contingent  upon  strikes,  accidents  or 
delays  beyond  our  control.  Owner  to  carry  fire,  tornado  and  other  necessary  insurance.  Our  workers  are  fully  covered  by 
Workman's  Compensation  Insurance. 

Authonzed  Signature  .l.P.  Vinccnte  

Note;  This  proposal  may  be  withdrawn  by  us  if  not  accepted  within      (iO  days  

Acceptance  of  Proposal 

The  above  prices,  specifications  and  conditions  are  satisfactory  and  are  hereby  accepted.  You  are  authorized  to  do  the  work 
as  specified.  Payment  will  be  made  as  outlined  above 

Accepted:  Signature       (I  cor  ye  R.  Clumnian  

Date     I2HIS7  Signature      Su.uin  M.  Chaimuin  ^  
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WARRANTY  DEED 


DOCUMENT  NO.  2068393 


This  Deed,  made  between 


George  R.  Chapman  and  Susan  M.  Chapman,  husband  and  wite 


Grantor  and  

James  P  Kutty  and  Jenny  Lee  Kutty.  husband  and  wite, 
as  survivorship  marital  property  


 _.  Grantee 

WitneSSeth,  That  the  said  Grantor,  for  a  valuable  consideration 

 ^conveys  to  Grantee  the  following  described  real  estate  in 

 County.  State  of  Wisconsin 

Lot  Two  (2).  West  Meadow  Hills  in  the  city  of  Madison  Dare  County  Wisconsin 


TRANSFER 

$219.00 
FEE 


This        IS  ^homestead  property. 

(IS)  (IS  not) 

Together  with  all  and  singular  the  hereditaments  and  appunenances  thereunto  belonging: 

And  .  .  

warrants  that  the  title  is  good,  indefeasible  in  fee  simple  and  free  and  clear  of  encumbrances  except 


REGISTERS  OFPCE 

Daie      COUNT\  Wl 
RECORDED  AT 

F60  29  1988 
DOC  NO  2068393 

RETURN  TO 


TAX  PARCEL  NO 


and  will  warrant  and  defend  the  same 

Dated  this  26th  day  of     February   1938  

 (iforyf  R.  CImniiuw  (SEAL)  Siistin  M  Cluipimiii  (SEAL) 

 George  R.  Chapman   Susan  M.  Chapman  

 (SEM)   (SEM) 


Signature(s) 


AUTHENTICATION 

Harold  Lanphammer 


authenticated  this     26th   day  of  February 

Harold  Langhammer,  Attorney  

TITLE  MEMBER  STATE  BAR  OF  WISCONSIN 
(If  not.  


1988 


ACKNOWLEDGEMENT 


STATE  OF  WISCONSIN 


County. 


Personally  came  before  me  this  

.19  the  above  named 


)  SS 
) 

day  of 
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2071138 


G-SATISFACTION  OF  MORTGAGE 


STATE  OF  WISCONSIN 
DEPARTMENT  OF  VETERANS  ArFAIRS 
P.O.  BOX  7843 
MADISON,  WISCONSIN  53707 


RETURN  TO 

George  and  Susan  Chapman 

2000  Jack's  Place 

Madison,  Wl  53717 

SATISFACTION  OF  MORTGAGE 

VOL  li-JOfi''*"  HR 


114890 


T3J215:2 


J-001 -28275 


George  R.  Chapman 


and  Susan 


I  hereby  certify,  that  the  mortgage  executed  by 
M.  Chapman  ,  his/her  spouse  and  in  his/her  own  right 

to  State  of  Wisconsin,  Department  of  Veterans  Affairs,  Madison,  Dare      County,  Wisconsin,  dated  the 

 18th    day  of  July  ,  1977      and  recorded  in  the  office  of  the  Register  of  Deeds  of  _ 

 Dare  County,  State  of  Wisconsin,  on  this    19th  day  of    July  , 

1977  ,  at      3:05     o'clock  P.M.,  in  Volume    834      of  Records  on  Page  , 

Document  No.  1528538 


_,  is  fully  paid  and  satisfied. 


In  Witness  Whereof,  I  have  hereunto  set  my  hand  and  seal  this . 
1988 


7th 


.  day  of  March 


Witness 


State  of  Wisconsin 
Department  of  Veterans  Affairs 


Dorothy  Omdin 


Dorothy  Omdin 


by 


John  J.  Maun 


John  J.  Maury,  Secretary  (Seal) 


Dennis  Sniithe 


Dennis  Smithe 
State  of  Wisconsin 

Dare       Cou  nty 


)  SS 

) 


Personally  came  before  me,  this   7th  day  of     March  ,  1988        the  above  named  _ 

John  J.  Maury  ,  Secretary  of  the  State  of  Wisconsin.  Department  of  Veterans  Affairs  to 


me  known  to  be  the  person  who  executed  the  foregoing  instrument  and  acknowledged  the  same,  as  such 
officer,  as  the  deed  of  such  State  Department,  by  its  authority. 


"This  instrument  was  drafted  by  the 
State  of  Wisconsin,  Department  of 
Veterans  Affairs 


Dennis  Smithe 


Dennis  Smithe 


Notary  Public  Dare 


My  commission  expires 


_County,  Wl 
June  24.  1990 


DVA  No.  311a 
Rev.  4/85 
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SCENARIO: 


An  informant  has  provided  the  following  information  to  your  agency. 

John  Crook  has  been  selling  cocaine  in  large  quantities  for  several  years.  He  is 
married  to  Mary  Crook  who  also  may  be  selling  cocaine.  John  drives  a  new 
Porsche,  and  both  he  and  Mary  own  a  lot  of  expensive  jewelry.  John  and  Mary 
have  a  new  home  in  Brookfield,  but  the  informant  doesn't  know  the  exact  address. 
John  uses  his  mother  to  purchase  cars  and  other  assets.  His  mother's  name  is 
Susan  Dilweg.  John  may  also  have  a  prior  drug  arrest. 


Your  supervisor  decides  to  open  an  investigation.  He  asks  you  to  conduct  the  financial 
investigation. 


In  the  space  below,  list  some  of  the  things,  the  financial  investigator  might  do  to  begin  this 
investigation. 
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CHAPTEE 


CHAPTER  SUMMARY 

A  financial  investigator  must  be  aware  of  what  financial  records  exist  and  must  be  able 
to  interpret  the  information  contained  in  the  records.  Banks,  brokerage  firms,  Western 
Union,  and  casinos  all  provide  a  wealth  of  financial  information. 

This  chapter  focuses  on  information  that  can  be  obtained  from  these  financial  institutions. 


CHAPTER  OBJECTIVES 

•  Describe  terms  related  to  banking  and  brokerage  firms. 

•  State  what  records  are  available  from  banks  and  brokerage  houses. 

•  Analyze  bank  and  brokerage  firm  records. 

•  State  what  information  is  available  from  Western  Union  and  casinos. 
CHAPTER  WORKBOOK  CONTENTS 

Sum(^^aly  of  Sank  Docsjcmm 
Infomnatlon 
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Bank  Reconciliation  Exercise 
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SUMMARY  OF  BANK 
DOCUMBHT  mmBMATfON 


ACCOUNT  TRANSACTIONS 


OOCUMEN 1 

Signature  Card 

■  Account  owner's  address,  occupation, 
employer,  date/place  of  birth,  and  social 
security  number 

■  Leads  to  other  witnesses  or  unknown  co- 
conspirators 

■  Sample  of  owner's  handwriting 

Bank  Statements 

■  Indications  of  high  balances/large  deposits/ 
large  checks  in  relation  to  income 

■  Timing  of  deposits 

■  Indications  of  unusually  large  deposits/round 
numbers/repetitive  deposits  that  don't 
correlate  to  legitimate  income 

■  Absences  of  "normal"  activity 

Deposit  Tickets/ 
Items 

■  Sources  of  cash  -  lead 

■  Source  of  checks  -  lead 

■  Photograph  of  person  making  deposit 

Canceled  Checks 

■       Sources  of  other  bank  accounts,  credit  cards, 
purchase  or  location  of  major  assets  and  loan 
transactions 
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NON-ACCOUNT  TRANSACTIONS 


WHi^TTHE  DOOUMEhfT  PHOViDES 

Loan  Application 

■  Account  owner's  address,  occupation, 
employer,  date/place  of  birth,  and  social 
security  number 

■  Asset  and  liability  information 

Loan  Repayment 
Ledger 

■  Indications  of  unusual  repayments  or  lump  sum, 
odd  amount  repayment 

■  Payments  above  what  appears  to  be  person's 
ability  to  pay 

■  Disposition  of  loan  proceeds 

■  Downpayment  information 

■  Late  payment  information 

Loan 
Correspondence 

■  Leads  to  other  assets 

■  Leads  to  other  accounts 

Bank  Checks 

■       Sources  of  other  bank  accounts,  credit  cards, 
purchase  or  location  of  major  assets  and  loan 
transactions 

Currency 

■       Teller  testimony 

Wire  Transfer 

■       Sources  of  other  bank  accounts,  credit  cards, 
purchase  or  location  of  major  assets  and  loan 
transactions 

Safe-Deposit  Box 

■       Indicates  times  and  dates  which  can  be  used  to 
collaborate  testimony 

Bank  Credit  Card 

■       Leads  to  purchase  of  major  assets 
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BANK  DOCUMENT 


□  OPEN  OR  CLOSED  CHECKING,  SAVINGS  AND  NOW  ACCOUNTS 

  Signature  cards 

  Bank  statements 

  Canceled  checks 

  Deposit  tickets/items 

  Credit  and  debit  memos 

  Wire  transfer  records 

  Forms  1099  or  back-up  withholding  statements 

□  RETAINED  COPIES  OF  OPEN  OR  CLOSED  BANK  LOAN  OR  MORTGAGE  DOCUMENTS 

  Loan  application 

  Loan  ledger  sheet 

  Copy  of  loan  disbursement  document 

  Copy  of  loan  repayment  document 

  Loan  correspondence  file 

  Collateral  agreements 

  Credit  reports 

  Notes  or  other  instruments  reflecting  the  obligation  to  pay 

  Real  estate  mortgages,  chattel  mortgages  or  other  security  for  bank  loans 

  Annual  interest  paid  statements 

  Loan  amortization  statements 

n      CERTIFICATES  OF  DEPOSIT  (PURCHASED  OR  REDEEMED) 

  Certificate  copies 

  Records  pertaining  to  interest  earned,  withdrawn  or  reinvested 

  Forms  1 099  or  back-up  withholding  statements 

□  OPEN  OR  CLOSED  INVESTMENT  OR  SECURITY  CUSTODIAN  ACCOUNTS 

  Purchase  of  security  documents 

  Negotiation  of  security  documents 

  Safekeeping  records  and  logs 

  Receipts  for  receipt  or  delivery  of  securities 

  Annual  interest  paid  statements 
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□  OPEN  OR  CLOSED  IRA,  KEOGH  AND  OTHER  RETIREMENT  PLANS 

  Account  Statements 

  Investment,  transfer  and  redemption  confirmation  slips 

  Purchase  of  investment  documents 

  Redemption  of  investment  documents 

  Annual  interest  earned  statements 

n      CUSTOMER  CORRESPONDENCE  FILE 

  Account  Statements 

  Investment,  transfer  and  redemption  confirmation  slips 

  Purchase  of  investment  documents 

  Redemption  of  investment  documents 

.          Annual  interest  earned  statements 

□  CASHIER'S,  MANAGER'S  BANK,  OR  TRAVELER'S  CHECK  AND  MONEY  ORDERS 

  Check/money  orders  purchase  documents 

  Negotiation  of  check/money  order  documents 

  Application 

  Negotiated  check/money  order 

  Annual  interest  earned  statements 

□  WIRE  TRANSFER  FILES 

  Fed.  Wire,  Swift  or  other  documents  reflecting  transfer  of  funds,  to,  from,  or  on  behalf  of  (the 

subject) 

  Documents  reflecting  source  of  funds  for  wire  out 

  Documents  reflecting  disposition  of  wire  transfer  in 

□  OPEN  OR  CLOSED  SAFE  DEPOSIT  BOX  RENTAL  AND  ENTRY  RECORDS 

□  OPEN  OR  CLOSED  CREDIT  CARD  FILES 

  Applications  for  credit  card  on  behalf  of  (the  subject) 

  Monthly  statements 

  Charge  documents 

  Documpnts  used  to  make  payments  on  accounts 

□  CURRENCY  TRANSACTION  REPORTS  (Forms  4789) 

□  BANK'S  CTR  EXEMPT  LIST  (IF  SUBJECT  IS  EXEMPT)  AND  DOCUMENTS  REFLECTING 
JUSTIFICATION  FOR  EXEMPTION. 
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Loan  Application 


AMOUNT  APPLIED  FOR  PURPOSE  OF  LO*"'  (MUST  COMPLETE) 
$ 

LENGTH  OF  REPAYMENT  (MONTHS 

□12  018  024  030  036  CMS  054  060  DOTHER 

ACCOUNT  NO 

PAYROLL  DEDUCTION 

CHECK  BOX  TO  INDICATE  WHOM  THIS  INFORMATION  IS  AB 
D  CO-APPLICANT    □  SPOUSE    □  EX-SPOUSE    □  GUARAr 

DUT 
JTOR 

NAME  OF  APPLICANT 

SSN 

NAME  OF  JOINT  BORROWER 

SSN 

PRESENT  ADDRESS  -  STREET 

NO  OF  YEARS 

PRESENT  ADDRESS  -  STREET 

NO  OF  YEARS 

CITY  STATE  ZIP 

CITY.  STATE.  ZIP 

PREVIOUS  ADDRESS  iCOMPLETE  if  present  address  LESb  THAN  3  VEARSI 

PREVIOUS  ADDRESS  (COMPLETE  if  present  address  less  THAN  3  YEARS) 

HOMEOWNERS  PLEASE  COMPLETE 

PURCHASE  PRICE         BAL  OWED  MARKET  VALUE 

HOMEOWNERS  PLEASE  COMPLETE 

PURCHASE  PRICE         BAL  OWED  MARKET  VALUE 

HOME  PHONE 

BIRTHDATE 

»  OF  DEPENDENTS 

HOME  PHONE 

BIRTHDATE 

»  OF  DEPENDENTS 

EMPLOYER  NAME  AND  ADD 

1ESS 

YEARS  EMPLOYED 

EMPLOYER  NAME  AND  ADDRESS 

YEARS  EMPLOYED 

EMPLOYER  PHONE 

JOB  DESCRIPTION 

OTHER  INCOME  SOURCE 

EMPLOYER  PHONE 

JOB  DESCRIPTION 

OTHER  INCOME  SOURCE 

PAY  FREQUENCY  (VERY  IMF 
O  MONTHLY                  □  B 

>ORTANT 

WEEKLY                 □  OTHER 

GROSS  NET 

PAY  FREQUENCY  (VERY  IMPORTANT 

□  MONTHLY                 □  BIWEEKLY                 □  OTHER 

GROSS  NET 

PREVIOUS  EMPLOYMENT  icohplete  if  less  than  3  years.. 

YEARS  EMPLOYED 

EMPLOYMENT  [COMPLETE  if  LESS  THAN  3  YEARSi 

YEARS  EMPLOYED 

AUTOMOBILE 

YEAR          MAKE          MODEL        BAL  OWED 

AUTOMOBILE 

YEAR          MAKE          MODEL        BAL  OWED 

AUTOMOBILE 

YEAR          MAKE          MODEL       BAL  OWED 

AUTOMOBILE 

YEAR          MAKE         MODEL        BAL  OWED 

NEAREST  RELATIVE  (COMPLETE  NAME  &  ADDRESS) 

PHONE 

NEAREST  RELATIVE  (COMPLETE  NAME  &  ADDRESSi 

PHONE 

NEAREST  RELATIVE  ICOMPLETE  NAME  &  ADDRESSi 

PHONE 

NEAREST  RELATIVE  (COMPLETE  NAME  &  ADDRESSI 

PHONE 

BANK  (NAMEl 

TYPE  OF  DEPOSIT  ACCT 

INTEREST  RATE 

BANK  (NAME) 

TYPE  OF  DEPOSIT  ACCT 

INTEREST  RATE 

CREDIT  INFORMATION,  OUTSTANDING  DEBTS 

List  All  Debts  •  e  Car  Loans  Bank  Loans  Finance  Companies.  Credit  Unions.  DepI  Stores.  Credit  Card  Aecounls.  Child  Support  Alimony  Attach  Additional  Sheet  it  Necessary 

Value  of  Assets  If  Sacurad  Loans    |    Monthly  Payments    |       Balance  Owed  Amount  Past  Due 


Name  of  Creditors 


Interest  Rate 


1.  Mtg/Rent 

2.  Auto  Pmt. 

3^  

4. 


6. 


8^  

You  authorize  the  credit  union  to  obtain  and  or  furnish  information  concerning  your  credit  aHairs  to  any  association,  firm,  corporation  or  personnel  oHlc»   When  you  accept  or  endorse  a  check 
advanced  to  yo  under  this  Plan,  you  agree  to  the  terms  and  also  acknowledge  recept  of  (1)  information  regarding  billing  errors  or  inquiries.  (2)  the  LOANLINER-  Credit  Agreement  and  Truth  m 
Lending  Disclosures  You  agree  to  make  payments  of  the  amount  and  at  the  time  shown  on  the  voucher  accompanying  the  check   If  security  andor  a  change  in  terms  is  noted  on  the  voucher 
your  endorsement  constitutes  acceptance  of  the  terms  ol  the  security  agreement  and/or  the  change  in  terms  It  the  advance  will  be  secured  by  shares  and/or  deposits  you  pledge  the  shares 
and'or  deposits  shown  on  the  voucher 

You  further  understand  that  when  applicable  a  Personal  klentification  Number  (PIN)  may  be  issued  This  PIN.  when  validated  will  allow  you  the  co-applicant  and  any  authorized  users  to 
access  your  credit  urMon  s  CREDIT  CARDATM  accounts  through  participating  Automated  Teller  Machine  (ATM)  netwoiks.  subject  to  the  terms  and  disclosures  of  the  acknowledgement  of  receipt 
and  agreement  to  the  terms  of  the  CREDIT  CARD'ATM  Access  Card  disctosures 

You  promise  that  everything  you  have  stated  in  this  application  is  correct  to  the  best  of  your  knowledge  and  that  the  above  information  is  a  completo  listing  of  all  your  debts  and  obligations  You 
authorize  the  credit  union  to  chock  your  enployment  and  credit  history  and  to  obtain  credit  reports  in  connection  with  this  application  for  credit  and  lor  any  update  renewal  or  extension  ol  the 
credit  received   If  you  request  the  credit  union  will  tell  you  the  name  and  address  of  any  credit  bureau  from  which  it  received  a  credit  report  on  you  You  understand  that  it  is  a  federal  crime  to 


APPLICANT  S  SIGNATURE 

DATE 

CHECK  ONE 

DATE 

X  iSEALl 

□CO-APPLICANT 

□GUARANTOR  SIGNATURE 

X 

iSEALl 
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The  National 
BANK 


Lease  of 

Safe  Deposit  Box 

By  Two  or  More  Persons 


Box  No 


Rental  $ 


Key  No 


Date 


(Due  annually  tn  advance) 

the  lessor  in  consKjeration  ol  rental  at  the  above  annual  rate,  the  recs.pt  of  one  annual  installnwnt  ol  which  .s  hereby  acknowledged  by  these  prwents  leases  unto  the 

unaersraned  lessees  its  sale  deposit  box  bearing  the  above  number  and  the  space  necessary  lor  its  reception  situate  in  its  Sale  Deposit  Vault  in  its  banking  house  at  ^  

Irom  the  dale  hereof  to    renewal  in  subseqjent  terrns  ol  one  year  each,  upon  the  same  general  temis.  conditions  and  agreements,  as  are  herein  contained  and  m  the  event 

that  a  renewal  lease  in  writing  shall  not  be  executed  and  delcvered.  then  this  instrument  shall  of  itseH  operate  as  and  be  held  to  be  renewal  o-  successive  renewals  hereol  subject  to  the  right  ot 
cancellation  as  herein  provided 

21    II  the  lessor  do  not  wish  access  to  be  given  in  accordance  with  the  provisions  of  paragraph  20  above  and  wish  to  require  the  presence  ot  two  or  more  lessees 
whenever  access  is  given  to  the  sate  deposit  box  special  instruclK,ns  .n  writing  relat^e  thereto  must  be  given  to  the  lesso-   Unless  such  special  instructions  are  given  at  the  time  ol  execution  ol  th.s 
agreement  it  shall  be  presumed  that  paragraph  20  has  been  approved  and  shall  be  applicable  Whenever  speaal  instructions  are  gnren  requmng  the  presence  of  more  than  one  lessee  at  the  time  ol 
access  and  one  of  said  lessees  shall  die  his  personal  representative  shall  IhereaHer  act  in  his  place  and  stead  unless  the  special  instructions  provide  otherwise 

The  National  Bank, 
Le*»or 


For  Safe  Deposit  Department 

We  have  read  the  above  contract,  the  meaning  of  which  is  clear  to  me.  The  provisions  of  paragraph  9  limiting  the  value  ot  property  in  the 
safe  deposit  box  are  satisfactory  to  us  and  we  do  not  desire  to  place  a  greater  maximum  valuation  on  said  property. 


Deputy  Appointed 

Name  

Dale  


Special  Instructions 


Idontiflcation 


Name 

Name 

Name 

Residence 

Residence 

Residence 

Phone 

Phone 

Phone 

Employment 

Enployment 

Address 

Address 

Address 

Phone 

Phone 

Phone 

Date  ot  Birth 

Dale  ot  Oirth 

Dale  of  Birth 

Place  of  Birth 

Place  of  Birth 

Place  of  Birth 

Mothers 

Maiden 

Name 

Mother  s 

Maiden 

Name 

Mother  s 

Maiden 

Name 

Social  Security  Number 

Social  Security  Number 

Social  Security  Number 

Surrender 


Dale 


I  hertfcy  >  crtrty  lh,M  the  p.operty  Morod  m  Bo«  No  covered  by  Ihis  contract  has  been  s,Mely  withdr.twn  .md  the  said  box  is  hereby  surrendered 


Koy5  given  to  ;irid  bo<  found  empty  by 


Tor  S,lle  Depc.it  I5ep,litment 
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BANK  RECONCiUATfON 


SITUATION. 

Richard  and  Jeanne  Wright  live  in  a  suburb  of  Washington,  D.C.  Mr.  Wright  is 
an  accountant  working  for  AFCO  Manufacturing.  To  supplement  his  income, 
Mr.  Wright  works  part-time  as  a  bookkeeper  for  a  local  health  and  fitness  club. 
Mrs.  Wright  is  a  homemaker  who  cares  for  their  four  children. 

PART  1 

Richard  Wright's  checkbook  on  1/31/93  shows  a  balance  of  $1 ,744.47.  The 
bank  statement  ending  1/25/93  for  Mr.  Wright's  account  shows  a  balance  of 
$2,406.20.  Using  the  Bank  Reconciliation  Worksheet,  the  monthly  bank 
statement  for  12/24/92  through  1/25/93  and  checkbook  registers  provided  on 
the  following  pages,  prepare  a  bank  reconciliation.  Record  your  results  on  the 
Bank  Reconciliation  Worksheet. 

PART  2 

Mr.  Wright  is  under  investigation  for  embezzling  funds  from  the  health  and 
fitness  club  where  he  works  as  a  part-time  bookkeeper. 

Upon  reviewing  the  monthly  bank  statement  provided  for  12/24/92  through 
1/25/93,  what  might  alert  the  financial  investigator  to  possible  financial 
wrongdoing? 
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What  other  bank  documents  might  be  helpful  to  the  financial  investigator  in 
proceeding  with  the  investigation? 
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BANK  RECONCILIATION  WORKSHEET 

19 


STEP  1 


STEP  2 


Place  a  checkmark  (✓)  beside  each  check  in 
the  checkbook  register  that  appears  on  the 
bank  statement.  Those  checks  NOT  marked 
off,  list  below  as  outstanding  checks. 


Check  No. 


Amount 


Enter  the  Checkbook  Balance 

Add  Unrecorded  Deposits 
from  Bank  Statement  (+) 

Subtotal 

Deduct  Account  Fees      ( - ) 

ADJUSTED  CHECKBOOK 
BALANCE  -  Line  A 

STEP  3 


Enter  the  Bank  Statement 
Balance 

Add  Unrecorded  Deposits 
from  Checkbook  (+) 

Subtotal 

Deduct  Outstanding  Checks 
from  Step  1 .                ( - ) 

ADJUSTED  BANK  STATEMENT 
BALANCE  -  Line  B 

The  account  is  reconciled  when  Line  A  is 
equal  to  Line  B. 


 TOTAL  I  I  I 
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NATIONS  BANK 
DELAWARE  AVENUE 
WASHINGTON,  DC  2001 


MR.  RICHARD  WRIGHT 
OR  MRS  JEANNE  WRIGHT 
2435  MAPLE  ST. 
ALEXANDRIA.  VA  22651 


Statement  of  Account 

00-43  8383 

LAST  STATEMENT  DATE 
THIS  STATEMENT  DATE 

DIRECT  INQUIRIES  TO: 
414-357-2440 
NATIONSBANK 
DELAWARE  AVENUE 
WASHINGTON  DC  2001 


PAGE  1 

12-24-92 
01-25-93 


DATE 

DEPOSITS 

CHECKS/CHGS 

CHhCKINu  AOOUUNT    00-4o  oooo 

12-31 

27.00 

CHECK  3555 

01-21 

10.00 

CHECK  3556 

12-31 

52.52 

CHECK  3557 

100  10 

1  \J\J.  1  \J 

CHECK  3558 

01-07 

73.29 

CHECK  3560 

101.80 

CHECK  3561 

12-31 

21.20 

CHECK  3562 

01-04 

52.71 

CHECK  3563 

65.90 

CHECK  3564 

01-07 

100.00 

CHECK  3565 

01-04 

80.00 

CHECK  3566 

01-07 

75.00 

CHECK  3567 

400.29 

CHECK  3568 

01-08 

12.92 

CHECK  3570 

01-07 

62.51 

CHECK  3571 

01-09 

24.98 

CHECK  3572 

01-14 

29.34 

CHECK  3573 

01-14 

85.29 

CHECK  3574 

01-15 

55.60 

CHECK  3575 

01-11 

350.00 

CHECK  3601 
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NATIONS  BANK 
DELAWARE  AVENUE 
WASHINGTON,  DC  2001 


MR.  RICHARD  WRIGHT 
OR  MRS  JEANNE  WRIGHT 
2435  MAPLE  ST. 
ALEXANDRIA,  VA  22651 


Statement  of  Account 

00-43  8383 

LAST  STATEMENT  DATE 
THIS  STATEMENT  DATE 

DIRECT  INQUIRIES  TO: 
414-357-2440 
NATDNS  BANK 
DELAWARE  AVENUE 
WASHINGTON  DC  2001 


PAGE  2 

12-24-92 
01-25-93 


DATE 

DEPOSITS 

CHECKS/CHGS 

CHECKING  ACCOUNT   00-43  8383 

01-16 

1225.81 

CHECK  3603 

01-14 

60.25 

CHECK  3604 

01-11 

57.60 

CHECK  3605 

01-15 

43.69 

CHECK  3606 

01-21 

24.97 

CHECK  3607 

01-21 

14.98 

CHECK  3609 

01-22 

v./nuv./i\  OQ  iw 

01-21 

10.92 

CHECK  3611 

01-23 

68.72 

CHECK  3613 

12-31 

1,041.15 

#SURE-PAY  AFCO  MANUFACTUR 
SALARY  344578231 

12-31 

24.95 

#CREDIT  MEMO  -  INTEREST  4TH  QTR 

01-03 

309.90 
2000.00 

DEPOSIT 
DEPOSIT 

01-07 

500.00 

#TIME  CASH  WITHDRAWAL 

01-07 

12.00 

#CHECK  REORDER 

01-14 

1,030.30 

#SURE-PAY  AFCO  MANUFACTUR 
SALARY  344578231 

01-15 

200.00 
365.70 

#TIME  CASH  WITHDRAWAL 
#PRA  PAYMENT 

01-18 

500.00 

CASH  DEPOSIT 
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NATIONS  BANK 
DELAWARE  AVENUE 
WASHINGTON.  DC  2001 


MR.  RICHARD  WRIGHT 
OR  MRS  JEANNE  WRIGHT 
2435  MAPLE  ST. 
ALEXANDRIA,  VA  22651 


Statement  of  Account 

00-43  8383 

LAST  STATEMENT  DATE 
THIS  STATEMENT  DATE 

DIRECT  INQUIRIES  TO: 
414-357-2440 
NATIONSBANK 
DELAWARE  AVENUE 
WASHINGTON  DC  2001 


PAGES 

12-24-92 
01-25-93 


DATE 


DEPOSITS 


CHECKS/CHGS 


CHECKING  ACCOUNT  00-43  8383 


DAIIY  BALANCES 

1,885.17 
1,885.17 
1.885.17 
1.885.17 
2,750.45 
2,750.45 
5.060.35 
4.861.74 


12-24 
12-26 
12-27 
12-28 
12-31 
01-02 
01-03 
01-04 


TOTAL  WITHDRAWALS 
TOTAL  DEPOSITS 
BEGINNING  BALANCE 


(AVG  BALANCE  $2,843.74) 

3.536.85  01-07 

3.523.93  01-08 

3.498.95  01-09 

3.091.35  01-11 

3.946.77  01-14 

3.281.78  01-15 
2.055.97  01-16 

4,385.27 
4.906.30 

1.885.17  ENDING  BALANCE 


2.055.97 
2.555.97 
2.426.38 
2.406.20 
2.406.20 
2.406.20 
2.406.20 


01-17 
01-18 
01-21 
01-22 
01-23 
01-24 
01-25 


2406.20 
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RECORD  ALL  CHARGES  OR  CREDITS  THAT  AFFECT  YOUR  ACCOUNT 


NUMBER 

DATE 

DESCRIPTION  OF  TRANSACTION 

PAYMENT/ 
DEBIT 
(•) 

/ 

T 

FEE 

(•) 

DEPOSIT/ 
CREDfT 

(+) 

BAL 

l,SS5 

T^NCE 

r 

J555 

12/24 

'EarCs  Christinas  Shop 

27 

00 

O  T 
^/ 

U5S 

00 
17 

12/26 

Joseph  H'right 

10 

00 

10 
1848 

00 
17 

J557 

12/27 

'Brotim  s  CJothitig 

52 

52 

52 

J5S8 

12/27 

Qjieen  Jtwtkr 

100 

10 

100 
1,695 

10 
$5 

J559 

12/2S 

Mary  Smith 

10 

00 

10 
IMS 

00 
55 

J560 

12/29 

'Jair  'Jood  (Man 

7J 

29 

7.< 
1,61Z 

29 
26 

12/29 

Mutual  Life 

101 

SO 

101 
1,510 

SO 
46 

JS62 

12/29 

•Bartuij's  •I'hannacy 

21 

20 

21 
1.489 

20 
26 

12/29 

'H-'ol'-Man 

52 

71 

"^2 
1,4.16 

71 
55 

12/29 

Q'EICO 

65 

90 

65 

''0 

J  565 

12/29 

Cresthi((  Couutnj  Clu6 

100 

00 

100 
1,270 

00 
65 

.^•!66 

12/29 

Cash 

SO 

00 

SO 
1,190 

00 
65 

.i567 

12/29 

She((  Oil 

75 

00 

75 
1,115 

00 
65 

REMEMBER  TO  RECORD  AUTOMATIC  PAYMENTS/DEPOSITS  ON  DATE  AUTHORIZED 
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RECORD  ALL  CHARGES  OR  CREDITS  THAT  AFFECT  YOUR  ACCOUNT 


NUMBER 

DATE 

DESCRIPTION  OF  TRANSACTION 

PAYME 
DEB 
(■ 

.NT/ 
IT 

/ 

T 

FEE 

(■) 

DEPOSIT/ 
CREDIT 
(*) 

BA 

1,115 

UNCE 

65 

IZ/JO 

Stereo  'Discounters 

400 

29 

400 
715 

29 
36 

J570 

12/30 

'Kite  J^id 

12 

92 

12 
70Z 

92 
44 

J571 

12/M 

Cjounriet  'Joods 

62 

51 

62 
.  B39 

51 
93 

i57Z 

12/JO 

Linen  &  'Bedding  Outlet 

24 

98 

24 

m 

98 
$5 

12/Jl 

'Deposit  ■  A'JCO  ChecK 

1,041 

15 

1,041 
1,656 

15 
LO 

1/2 

.'V(j(i(m'.<  CaBle  T.'l'. 

29 

34 

29 
1,626 

34 
76 

}574 

1/2 

City  'J'oii'er  Company 

85 

29 

85 
1,541 

29 
47 

1/Z 

'li'atemiorhs 

55 

60 

55 
1,4S5 

60 
87 

Check.  3576  to  3600 
Lost  •  9i((il  Used 

1/Z 

American  'Enpress 

350 

00 

350 
1,135 

00 
87 

1/3 

'Deposit  ■  iHealtfi  C(u6  'J'ayclieck 

309 

90 

309 
1,445 

90 
77 

1/3 

'J'eposit 

2,000 

00 

2,000 
5,445 

00 
77 

REMEMBER  TO  RECORD  AUTOMATIC  PAYMENTS/DEPOSITS  ON  DATE  AUTHORIZED 
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RECORD  ALL  CHARGES  OR  CREDITS  THAT  AFFECT  YOUR  ACCOUNT 


NUMBER 

DATE 

DESCRIPTION  OF  TRANSACTION 

PAYMENT/ 
DEBIT 

(-) 

/ 

T 

FEE 

{■) 

DEPOSIT/ 
CREDIT 

(+) 

BA 

3,445 

LANCE 

77 

1/4 

•row 

1/5 

'Time  !\facfime 

500 

00 

500 
Z,945 

00 
77 

M<0.i 

1/5 

Crest  Star  f^fortgage 

81 

1,225 
h71S 

81 
96 

1/5 

'J'otomiic  'Bed 

60 

25 

60 
1,659 

25 
71 

.'■(-05 

1/5 

•.fair  '}ooi{  O^fan 

57 

60 

57 
1.602 

60 

n 

.<6W 

1/5 

City  'Power  Company 

43 

69 

43 
1,558 

69 
42 

3607 

I/IO 

24 

97 

24 
1,533 

97 
45 

3608 

1/1 1 

Children's  Clotfiinjf  Outlet 

44 

86 

44 
1.4S8 

86 
55 

3609 

1/14 

'Ikmicifs  'Pharmacy 

14 

98 

14 
1,473 

98 
61 

I,'l5 

'Paycheck.  ■  ^'JCO 

1,030 

30 

1,030 
Z,S03 

30 
91 

1-15 

Ciir  'i'mjment 

365 

70 

365 
2,138 

70 
21 

1  16 

200 

00 

200 
1,338 

00 
Zl 

I  18 

'Ikpofit  ■ 

500 

00 

500 
2,438 

00 
Zl 

REMEMBER  TO  RECORD  AUTOMATIC  PAYMENTS/DEPOSITS  ON  DATE  AUTHORIZED 
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RECORD  ALL  CHARGES  OR  CREDITS  THAT  AFFECT  YOUR  ACCOUNT 


NUMBER 

DATE 

DESCRIPTION  OF  TRANSACTION 

PAYME 
DEB 
(■ 

■NT/ 
IT 

/ 

T 

FEE 

(■) 

DEPOSIT/ 
CREDIT 

(+) 

BA 

2,438 

LANCE 

21 

J610 

1/20 

'BiU's  'Pet  Shop 

20 

18 

20 
ZAU 

18 
03 

J611 

1/22 

Stereo  'Discounters 

10 

92 

10 
ZAQ7 

92 
11 

.mz 

1/22 

m  &  7{Jponvtg  goods 

200 

10 

200 
2,207: 

10 
01 

J61J 

1/25 

'Jair  'Jood  CMart 

68 

72 

68 

■xm 

72 
29 

J614 

1/27 

Ski  'Xaven 

92 

80 

92 
2,045 

80 
4B 

1/28 

'Brecon 's  Music 

10 

80 

10 
Z,034 

80 
69 

1/29 

Tony's  'JHzza 

52 

22 
.  2,012 

52 
17 

l/iO 

Mutual  Life 

101 

80 

101 
L910 

80 
37 

M18 

1/n 

(j'EICO 

65 

90 

65 
1844 

90 
47 

1/Jl 

Crestfiifl'  Country  clu6 

100 

00 

100 
1.744 

00 
47 

REMEMBER  TO  RECORD  AUTOMATIC  PAYMENTS/DEPOSITS  ON  DATE  AUTHORIZED 
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INTRODUCTION 


CHAPTER  SUMMARY 

The  financial  investigator  is  often  faced  with  reviewing  the  business  dealings  of  a 
suspected  criminal.  An  understanding  of  business  organizations,  a  working  knowledge 
of  how  basic  accounting  systems  function  and  skill  at  using  auditing  techniques  are 
important  to  the  investigator. 

This  chapter  focuses  on  information  that  can  be  obtained  from  business  records  and 
reports. 

CHAPTER  OBJECTIVES 

•  Describe  the  basic  forms  of  business  organizations. 

•  Explain  why  a  knowledge  of  accounting  is  important  to  the  financial 
investigator. 

•  Define  or  describe  basic  accounting  terms. 

•  Journalize  transactions. 

•  Post  journal  entries  to  a  general  ledger. 

•  Prepare  a  balance  sheet  and  an  income  statement. 
CHAPTER  WORKBOOK  CONTENTS 

.  $t^f|-yp  Busioess  Exercise 
I,  Inc.  -  Faot  Sheet 


Mary  and  John  Crook  Investigation 
Basic  Accounting  Principles  Booklet 
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SCENARIO: 

John  Reed  started  a  new  business,  Reed's  Photographic  Studio,  on  March  1,  1993. 


PART  I 

Using  the  information  on  business  transactions  that  occurred  during  the  first  month  of 
operation,  the  chart  of  accounts  prepared  for  the  business,  and  the  blank  general  journal 
and  account  ledger  cards  provided: 

(A)  Journalize  each  transaction 

(B)  Post  to  the  appropriate  account  in  the  business  ledger. 

NOTE:  In  order  to  restrict  the  length  of  the  illustration  and  to  reduce  repetition, 
some  of  the  transactions  are  stated  as  a  summary.  For  example,  sales  of 
services  for  cash  are  ordinarily  recorded  on  a  daily  basis,  but  in  the 
illustration  summary  totals  are  given  only  at  the  middle  and  end  of  the 
month.  Similarly,  all  sales  of  services  on  account  during  the  month  are 
summarized  as  a  single  transaction;  in  practice  each  sale  would  be 
recorded  separately. 


PART  II 

Using  the  account  ledger  information,  blank  statements  and  forms  provided,  prepare: 

(A)  A  trial  balance, 

(B)  A  Balance  sheet  (Month  ending  March  31,  1993), 

(C)  An  Income  statement  (As  of  March  31,  1993). 
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BUSINESS  TRANSACTIONS: 


Mar.  1  John  Reed  operated  a  photographic  business  in  his  home  on  a  part-time 
basis.  He  decided  to  move  to  rented  quarters  as  of  March  1  and  to  devote 
full  time  to  the  business,  which  was  to  be  known  as  Reed  Photographic 
Studio.  The  following  assets  were  invested  in  the  enterprise:  cash,  $2,500; 
accounts  receivable,  $650;  supplies,  $800;  and  photographic  equipment, 
$9,500.  There  were  no  liabilities  transferred  to  the  business. 

Mar.  1  Paid  $1 ,500  on  a  lease  rental  contract,  the  payment  representing  three 
months'  rent  for  the  studio. 

Mar.  4  Purchased  additional  photographic  equipment  on  account  from  Carson 
Equipment  Co.  for  $2,500  debt  owed. 

Mar.  5  Received  $575  from  customers  in  payment  of  their  accounts. 

Mar.  6  Paid  $80  for  a  newspaper  advertisement. 

Mar.  10  Paid  $500  to  Carson  Equipment  Co.  to  apply  on  the  $2,500  debt  owed. 

Mar.1 3  Paid  receptionist  $275  for  two  weeks'  salary. 

Mar.  16  Received  $1 ,280  from  sales  for  the  first  half  of  March. 

Mar.  20  Paid  $650  for  supplies. 

Mar.  27  Paid  receptionist  $275  for  two  weeks'  salary. 

Mar.  31  Paid  $39  for  telephone  bill  for  the  month. 

Mar.  31  Paid  $85  for  electric  bill  for  the  month. 

Mar.  31  Received  $1 ,470  from  sales  for  the  second  half  of  March. 

Mar.  31  Sales  on  account  totaled  $975  for  the  month. 

Mar.  31        Reed  withdrew  $1 ,000  for  his  personal  use. 
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REED  PHOTOGRAPHIC  STUDIO 
CHART  OF  ACCOUNTS 


Assets 

1 1  Cash 

12  Accounts  Receivable 

14  Supplies 

15  Prepaid  Rent 

18      Photographic  Equipment 

Liabilities 

21      Accounts  Payable 
Owner's  Equity 

31  John  Reed,  Capital 

32  John  Reed,  Drawing 


Revenue  (Income)  . 
41  Sales 
Expenses 

52      Salary  Expense 

59      Miscellaneous  Expense 
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GENERAL  JOURNAL  Page 

DATE 
1993 

DESCRIPTION 

LEDGER 
FOLIO 

DEBIT 

CREDIT 
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GENERAL  JOURNAL  Page  

DATE 

1993 

DESCRIPTION 

LEDGER 
FOLIO 

DEBIT 

CREDIT 

• 
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ACCOUNT  ACCOUNT  NO. 


DATE 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

BALANCE 

DEBIT 

CREDIT 

ACCOUNT 


ACCOUNT  NO. 


DATE 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

BALANCE 

DEBIT 

CREDIT 
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ACCOUNT 


ACCOUNT  NO. 


DATE 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

BALANCE 

DEBIT 

CREDIT 

ACCOUNT 


ACCOUNT  NO. 


DATE 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

BALANCE 

DEBIT 

CREDIT 
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ACCOUNT  ACCOUNT  NO. 


DATE 

ITEM 

POoT 
REF 

DEBIT 

CREDIT 

BALANCE 

DEBIT 

CREDIT 

ACCOUNT 


ACCOUNT  NO. 


DATE 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

BALANCE 

DEBIT 

CREDIT 
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ACCOUNT  ACCOUNT  NO. 


DATE 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

BALANCE 

DEBIT 

CREDIT 

ACCOUNT  ACCOUNT  NO. 


DATE 

ITEM 

POST 
REF 

DEBIT 

CREDI 

BALANCE 

r 

DEBIT 

CREDIT 
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ACCOUNT  ACCOUNT  NO. 


DATE 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

BALANCE 

DEBIT 

CREDIT 

ACCOUNT  ACCOUNT  NO. 


DATE 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

BALANCE 

DEBIT 

CREDIT 
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ACCOUNT  ACCOUNT  NO. 


DATE 

ITEM 

POST 
REF 

DEBIT 

CREDI" 

BALANCE 

r 

DEBIT 

CREDIT 
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REED  PHOTOGRAPHIC  STUDIO 
TRIAL  BALANCE  WORKSHEET 
FOR  MONTH  ENDED  MARCH  31,  1993 


Account  Title 

Debit 

Credit 

TOTALS 
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REED  PHOTOGRAPHIC  STUDIO 
INCOME  STATEMENT 
FOR  MONTH  ENDED  MARCH  31, 1993 

Revenue: 

Sales  

Operating  Expenses: 

Salary  Expense   

Miscellaneous  Expense  

Total  Operating  Expenses  .... 
Net  Income  
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REED  PHOTOGRAPHIC  STUDIO 
BALANCE  SHEET 
MARCH  31,  1993 


Assets 

Current  Assets 

Cash 

Accounts  Receivable 
Supplies 
Prepaid  Rent 

Total  Current  Assets 

Fixed  Assets 

Photographic  Equipment 
Total  Fixed  Assets 

Total  Assets 

Liabilities 

Current  Liabilities 

Accounts  Payable 
Total  Liabilities 

Owner's  Equity 

Owner's  Equity 

John  Reed,  Capital 

Beginning  Balance 

Net  Income  for  the  period 

Less:  Draws 

Net  Increase  to  Capital 
John  Reed,  Capital, 

Ending  Balance 
Total  Equity 

Total  Liabilities  and  Equity 
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1 .  Money  comes  in  from  three  sources,  as  follows: 

(a)  Widget  Sales  -  $2,000,000 

(b)  Interest  -  $50,000 

(c)  "Rebates"  from  Widget  Supplier  -  $50,000 

2.  5%  of  the  Widget  Sales  are  returned  by  Purchasers  as  defective  units  and 
refunds  are  paid  on  all  returns. 

3.  The  Widget  Inventory  is  carried  on  the  books  at  $100,000  all  the  time. 

4.  A  total  of  $900,000  of  Widgets  were  purchased  during  the  year  1 99X.  Shipping 
and  storage  costs  were  $100,000. 

5.  The  books  reflect  "selling  expenses"  as  follows: 

$300,000  for  sales  salaries/commissions 
$240,000  for  travel  expenses 
$180,000  for  rent  expense 

6.  The  books  reflect  "Administrative  Expenses"  as  follows: 

$100,000  for  Administrative  salaries 

$  60,000  for  office  expenses 

$  20,000  for  telephone  and  postage  expenses 

$  10,000  for  insurance  expense 

7.  The  Corporation  also  paid  and  recorded  in  the  books  an  expense  for  income 
taxes  of  $36,000. 


A)  Re-arrange  the  above  into  an  Income  Statement.  (Use  the  blank  form 
provided  on  the  next  page.  This  form  utilizes  the  multi-step  format.) 

B)  What  was  the  net  profit  from  operations? 

C)  Which  items  seem  to  need  investigation?  (List  4) 
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Chapter  6:  Tracing  The  Movement  Of 
Money  Through  A  Business 


Student  Workbook 


WIDGETS,  INC. 
INCOME  STATEMENT  -  199X 


Revenue: 

1 .  Widget  Sales  Receipts 

Less:  Defective  Widget  Returned 

2.  Rebates  from  Widget  Purchases 

3.  Interest  Received 
Gross  Receipts 

Cost  of  Goods  Sold: 

Widget  Inventory  @  01/01/9X 
Plus:  Widget  Purchases 
Shipping,  storage,  etc. 
Sub-total:  Goods  Available  for  sale 
Less:  Widget  Inventory  @  12/31/9X 
Less:  Cost  of  Goods  Sold 
Equals:  Gross  Profit 

Operating  Expenses: 

Sales  salaries/commissions 
Travel  expenses 
Rent  expense 
Administrative  salaries 
Office  expenses 
Telephone  &  postage  expenses 
Insurance  expense 
Income  tax  expense 
Less:  Total  Operating  Expenses 

Net  Profit  from  Operations: 
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Chapter  6  Tracing  The  Movement  Of 
Money  Through  A  Business 


Student  Workbook 


MABYANO  JOHN  CHOOK 
BXBBaSB '  PART  f9 


SCENARIO. 

Mary  and  John  Crook,  alleged  to  be  mid-level  narcotics  traffickers,  earn  an  estimated 
$300,000  per  year  from  drug  sales.  The  Crooks  opened  Crook's  Seafood  Restaurant 
three  years  ago  using  $50,000  of  drug  proceeds.  The  Crook's  are  alleged  to  be 
laundehng  their  drug  proceeds  through  their  business. 


Reviewing  the  Income  Statements  for  Crook's  Seafood  Restaurant  for  the  past  three 
years,  answer  the  following  questions. 


What  items  on  the  income  statements  would  lead  the  financial  investigator  to 
believe  the  Crooks  are  laundering  money  through  their  business? 


What  steps  might  the  investigator  take  to  analyze  the  available  information? 
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Crook's  Seafood  Restaurant 
Income  Statement 
For  the  Year  Ended  December  31, 1990 


Revenue; 
Sales 
Less: 

Purchases 
Paper  Products 
Cost  of  Goods  Sold 


$8,000.00 
2.000.00 


$83,000.00 


$10.000.00 


Gross  Profit 
Less: 

Operating  Expenses: 
Gas 
Electric 
Rent 


$1,500.00 
2,000.00 
6.000.00 


$73,000.00 


$  9,500.00 


Earnings  Before  Taxes 
Less:  Income  Tax  Expense 

Net  Income 


$63,500.00 
6.570.00 

$56.930.00 


ERIC 
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Crook's  Seafood  Restaurant 
Income  Statement 
FOR  the  Year  Ended  December  31, 1991 


Revenue: 

Sales  $158,000.00 
Less: 

Purchases  $12,000.00 

Paper  Products  2,000.00 

Cost  of  Goods  Sold  $  14,000.00 


Gross  Profit  $144,000.00 
Less: 

Operating  Expenses: 

Gas  $  2,500.00 

Electric  2,000.00 

Rent  6,000.00                              $  10.500.00 


Earnings  Before  Taxes  $133,500.00 
Less:  Income  Tax  Expense  12.960.00 

Net  Income  $120.540.00 
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Crook's  Seafood  Restaurant 
Income  Statement 
FOR  THE  Year  Ended  December  31, 1992 


Revenue: 

Sales  $358,000.00 
Less: 

Purchases  $20,000.00 

Paper  Products  2,000.00 

Cost  of  Goods  Sold  $  22,000.00 


Gross  Profit  $336,000.00 
Less: 

Operating  Expenses: 

Gas  $  4,500.00 

Electric  3,000.00 

Rent  6,000.00                             $  13,500.00 

Earnings  Before  Taxes  $322,500.00 

Less:  Income  Tax  Expense  30,240.00 

Net  Income  $292,260.00 
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Section  1 

INTRODUCTION  TO  ACCOUNTING 


WHAT  IS  ACCOUNTING 

Accounting  is  a  system  that  provides  information  about  the  financial 
activities  of  a  business.  This  information  is  used  to  make  informed 
decisions. 

Accounting  is  concerned  with: 

•  Recording  transactions 

•  Summarizing  recorded  data 

•  Interpreting  the  results. 


WHY  USE  ACCOUNTING 

Businesses  use  accounting  systems.  They  produce  goods  and 
provide  services  to  be  bought  and  sold.  It  makes  sense  that  the 
exchange  of  goods  and  services  can  be  observed  and  measured. 
Accounting  is  the  "language  of  business"  because  it  objectively 
measures  and  records  the  business  exchanges  that  occur  throughout 
society. 

For  accounting  purposes,  a  business  transaction  is  the  exchange 
of  goods  and  services  and  begins  with  recording,  in  dollars  and 
cents,  what  is  received  and  what  is  paid  out. 


HOW  IS  IT  USED 

Business  transactions  are  accumulated  over  an  interval  of  time  designated 
as  an  accounting  period  or  a  fiscal  period.  The  period  of  time  may  be  a 
month,  a  quarter  of  a  year,  a  year,  or  any  other  significant  time  interval. 
Ordinarily  financial  measurements  are  made  over  a  period  of  a  year,  with 
the  year  being  divided  into  months  or  quarters. 
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WHAT'S  INVOLVED 
IN  ACCOUNTING 


This  document  presents  some  basic  accounting  principles  and  procedures 
to  include: 

•  The  Accounting  Elements 

•  The  Accounting  Equation 

•  The  Accounting  Cycle 

•  How  to  Record  Business  Transactions 

•  How  to  Summarize  Business  Transactions 
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Section  2 

THE  ELEMENTS  OF  ACCOUNTING 
AND  THE  ACCOUNTING  EQUATION 


OVERVIEW 

Business  transactions  can  be  stated  in  terms  of  the  resulting 
changes  in  the  basic  elements  of  accounting- Assets,  Liabilities  and 
Owner's  Equity.  Income  and  Expenses.  These  changes  are 
reflected  in  what  is  known  as  the  Fundamental  Accounting  Equation. 


ASSETS,  LIABILITIES  AND  OWNER'S  EQUITY 
Assets 


Assets  are  things  of  value  that  are  owned  by  a  business  and  are 
classified  as  either  current  or  fixed. 


Current 

Fixed 

Cash  or  any  other  asset  that  can  be 
converted  to  cash  within  one  accounting 
year 

Assets  that  are  not  intended  for  sale 
but  are  to  be  used  by  the  business 
over  several  years. 
(Property,  Plant  and  Equipment). 

■  Cash 

Currency  in  business 
Currency  in  financial  institutions 

■  Furnilure/Fixture 

■  Allowance  for  Depreciation 

■  Notes  Receivable 

Money  owed  from  debtor 

Amount  fixed  assets  have 
decreased  value 

■  Accounts  Receivable 
Customer  credit 

■  Allowance  for  Bad  Debt 

Money  not  paid  by  customer  credit 
accounts 

■  Delivery  Equipment 

■  Buildings/Land 

■  Merchandise  Inventory 

■  Prepaid  Expenses 
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Liabilities 

Liabilities  are  debts.  Those  who  lend  money  are  called  creditors  and 
the  amounts  of  money  owed  to  them  are  called  liabilities. 


Business  liabilities  are  debts  owed  to  a  manufacturer  for 
merchandise  shipped  on  credit  or  funds  owed  to  a  bank  which  has 
loaned  the  business  money. 


Current 

Long-Term 

Debts  of  the  business  that  become  due 
within  the  accounting  year. 

Debts  with  maturity  dates,  more  than 
one  year 

u  Notes  Payable 

■  Mortgage 

Amount  owed  to  bank  for 
purchases  or  other  expenses 
(Formal  agreement) 

■   Deferred  Income  Taxes 

■  Accounts  Payable 

Amount  owed  to  others  from 
purchases  of  merchandise 

■  Accrued  Expenses 

Expenses  owed  but  not  paid 
(i.e.  salaries) 

Owner's  Equity 

Owner's  Equity  is  that  part  of  the  assets  which  belongs  to  the 
owners  afier  subtracting  the  claims  of  the  creditors.  Sometimes  this 
is  referred  to  as  proprietorship  or  owner's  capital. 

EXAMPLE:  Mr.  Olsen  has  a  computer  system  worth  $6,000  that  he  uses 
in  his  law  practice.  He  took  a  loan  of  $1 ,500  from  the  bank  to  purchase  the 
system.  That  p  irt  of  the  system  that  he  owns  is  $4,500.  This  is  called  his 
owner's  equity. 

Computer  System  Value  $6,000 
Unpaid  Loan  1 .500 

Owner  Equity  in  System  $4,500 
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ACCOUNTING  EQUATION 


Assets  can  be  acquired  with  funds  supplied  either  by  owners  or  by 
creditors.  Therefore,  owners  and/or  creditors  will  have  certain  rights 
or  claims  against  those  assets  for  which  they  have  provided  the 
funds  to  buy. 

The  fundamental  accounting  equation  states  that  the  value  of  the  assets 
must  always  equal  the  value  of  the  rights  of  the  creditors  plus  the  rights  of 
the  owners. 


•      Assets  =  Liabilities  -f  Owner's  Equity 

EXAMPLE:    Mr.  Olsen's  computer  system  (his  asset)  is  worth 
$6,000.  The  bank  (creditor)  has  a  claim  of  $1 ,500  against  it. 
Mr.  Howard's  interest  in  the  computer  system  is  $4,500. 

Value  of  assets    =  Creditor's  interest  +  Owner's  Equity 
$6,000  =       $1J00  +  $4J00 


Here  is  another  way  of  stating  the  fundamental  accounting  equation.  The 
owner's  interest  or  rights  to  an  asset  wiil  equal  the  value  of  the  asset  less 
any  debts  owed. 


•      Assets  -  Liabilities  =  Owner's  Equity 


EXAMPLE:  Mr.  Olsen's  computer  system  is  worth  $6,000  and  a 
debt  of  $1 ,500  is  owed  against  it.  The  value  of  the  system  less  the 
debt  will  equal  Mr.  Olsen's  owner's  equity  in  it. 


Assets  -  Liabilities 
$6,000  -  $1,500 


Owner's  Equity 
$4,500 
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EFFECT  OF  BUSINESS  TRANSACTIONS 
ON  THE  ACCOUNTING  EQUATION 

When  a  business  transaction  occurs,  one  or  more  of  the  accounting 
elements  --  assets,  liabilities  or  owner's  equity  --  is  affected.  This,  in  turn, 
affects  the  accounting  equation. 


Principle:      Each  transaction  ultimately  affects  other 
components  of  the  equation  --  an 
addition  or  subtraction  to  one  item 
involves  a  change  to  another. 

Principle:  At  the  conclusion  of  each  transaction, 
both  sides  of  the  accounting  equation 
must  be  equal. 


EXAMPLE: 

Business  Transaction  =  Cash  received  resulting  in  asset  increase 
Cash  increase  possibly  due  to  any  of  these  reasons: 

•  Outsider  purchased  other  asset  resulting  in  asset  decrease 
Loan  made  by  outsider  resulting  in  liabilities  increase 

•  Investment  by  owner  resulting  in  owner's  equity  increase 


NOTE:  This  dual  aspect  of  each  transaction  forms  the  basis 
underlying  what  is  called  double-entry  bookkeeping.  This  system 
requires  that  two  or  more  entries  be  made  in  the  business  records  to 
show  the  dual  effect  of  the  transaction.  On  the  other  hand,  a  single- 
entry  bookkeeping  system  requires  only  one  entry  be  made  to  record 
the  transaction.  A  checkbook  register  is  an  example  of  a  single  entry 
system.  Most  businesses  use  the  dual  system  because  of  the 
necessity  to  show  the  full  effect  of  the  transaction. 
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EXAMPLE  1:  The  Green  Company  has  cash  of  $10,000  and  merchandise 
of  $20,000.  It  owes  the  bank  $5,000,  and  Mr.  Green's  proprietorship 
interest  in  the  business  is  $25,000. 

At  this  point,  the  fundamental  accounting  equation  for  the  Green  Company 
would  show  that" 

Assets  =  Liahiliiies    +  Owner's  liqiiin 


Cash  +  Merchandise    =      Loan       +    Mr  dreen' s  Capiuii 

SIO.OOO       +    $20,000         =      S5.000     +  S25.000 

Assume  that  Mr.  Green  borrows  an  additional  $5,000  from  the  bank  and 
gets  cash.  This  would  affect  the  fundamental  accounting  equation  in  two 
areas:  1)  cash  would  increase  by  $5,000;  and  2)  bank  loan  would  increase 
by  $5,000. 

At  the  conclusion  of  the  transaction,  both  sides  of  the  equation  are  again 
equal. 

Assets  =  Liabilities    +  Owner's  Eifuitv 


Cash  +  Merchandise    =      Loan       +    Mr.  Green  s  Capital 

$15,000       +    $20,000         =      $10,000   +  $25,000 

It  is  not  necessary  for  a  business  transaction  to  increase  both  sides  of  the 
fundamental  accounting  equation  as  it  did  in  the  preceding  example. 
Sometimes,  one  asset  is  exchanged  for  another. 

EXAMPLE  2:  Mr.  Brown  starts  Brown's  Tax  Service  with  $10,000  in  cash, 
of  which  $4,000  is  his  own  money  and  $6,000  was  obtained  from  a  bank 
loan.  His  fundamental  accounting  equation  would  read-- 

A.-iseis  =  Liabilities  +  Owner's  lu/uitv 


Cash  =      Loan  +    Mr.  Brown's  Capital 

$10,000        =      $6,000       +  $4,000 

He  uses  $500  of  his  cash  to  buy  a  typewriter.  The  new  fundamental 
accounting  equation  would  ready-- 

Assets         =  Liabilities      +  Owner's  luiuitx 


Cash      +   rypewriter     =      Loan  +    Mr.  Brown's  Capital 

$^^^00    +    $5(H)  =      $(h00O       +  $4,000 

The  totals  are  the  same  but  the  composition  of  the  assets  has  changed. 
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INCOME  AND  EXPENSES 

Thus  far,  the  business  transactions  discussed  have  consisted  of  acquiring 
assets  either  by  borrowing  or  by  owner  investment.  But  a  business  is  not 
formed  merely  to  acquire  assets.  Rather  it  seeks  to  use  the  assets  to 
secure  more  assets.  In  other  words,  it  wants  to  MAKE  MONEY.  A 
business  firm  sells  goods  or  services  which  involves  income,  expenses  and 
net  profit  or  loss. 

Income 

The  proceeds  from  the  sale  of  goods  or  services  is  called  income  or 
revenue.  The  income  in  a  manufacturing  business  or  a  store  comes 
mostly  from  sales  of  merchandise.  The  income  in  a  service  business 
or  a  profession  comes  mostly  from  fees  for  services  performed. 
There  are  also  other  forms  of  income  such  as  interest  paid  by  a 
bank  on  a  savings  accoun\-interest  income. 

Expense 

Any  payments  that  are  made  in  connection  with  producing  income 
are  called  expenses.  Rent,  electricity,  salaries  of  employees, 
advertising,  etc.,  are  typical  expenses. 

Profit  or  Loss 

If  income  received  during  a  period  of  time  is  larger  than  expenses, 
the  business  will  have  a  profit.  If  expenses  exceed  income,  a  loss 
will  result. 
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EFFECT  OF  INCOME  AND  EXPENSES 
ON  OWNER'S  EQUITY 


Every  time  income  is  received  the  ownership  interest  in  the  business--the 
owner's  equity-is  increased.  Every  expense  decreases  owner's  equity.  If, 
at  the  end  of  a  period  of  time,  income  has  exceeded  expense,  the  profit  that 
results  belongs  to  the  owners,  and  the  ownership  interest  has  been 
Increased.  In  other  words,  the  interest  at  the  end  of  the  period  will  be  equal 
to  the  original  owner's  equity  plus  profit. 

If  the  fundamental  equation  at  the  beginning  is  expressed  as- 

Asseis  =  Liahilities  +  Owner' s  Equity 

then  the  equation  at  the  end  of  a  period  of  business  can  be  expressed  as-- 

Assets  =  Liahilities  +  Owner' s  Equity  +  Profit  or^- Loss 

OR 

Assets  =  Liabilities  +  Capital  +  (Income  -  Expense) 

EXAMPLE:  Mr.  Olsen,  the  lawyer,  starts  in  practice  with  $8,000  of  office 
equipment,  a  $2,000  bank  loan  and  $6,000  of  ownership  (capital)  in  his 
business. 

Assets  =  Liahilities  +  Owner's  Equity 


Office  Equipment       =     Loan  +    Mr  Olsen' s  Capital 

$8,000  =      $2,000  +  $6,000 

During  the  month  he  collects  $5,000  in  fees  and  spends  $2,000  in  rent  and 
other  expenses.  At  the  end  of  the  month  he  has-- 

Asseis  =  Liahilities  +  Owner's  Equity     +  {Income  -  Expenses) 


Office  Mr.  Olsen's 

Cash     +   Equip   =     Loan         +   Capital  +  (Fees  -  Rent) 

$3.(H)()  +  S8.f)0()    =      $2.(HH)        +     S6.(HK)  +  (S5.(KK)  -  S2.()()()) 
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The  three  basic  elements  of  accounting  involve: 


•  Assets  (what  business  owns) 

•  Liabilities  (what  business  owes) 

•  Owner's  Equity  (business  assets  owned  by  individuals). 


The  Accounting  Equation  states  that: 


The  Value  of 

The  Value  of  the 

The  Value  of 

the  Assets 

Rights  of  the 

+     the  Rights  of 

Creditors 

the  Owners 

Businesses  increase  assets  and  make  a  profit  when  income  exceeds 
expenses  and  in  turn  the  owner's  equity  increases. 


Section  3 

THE  ACCOUNTING  CYCLE 


OVERVIEW 

To  understand  accounting,  it's  necessary  to  know  tlie  relationsliip  annong 
tlie  events  tliat  occur  during  tlie  process  and  tlie  docunnents  used  to  record 
tlie  events.  Tlie  process  of  recording  and  sunnmarizing  aspects  of 
accounting  is  referred  to  as  tlie  "Accounting  Cycle." 

Tlie  flow  of  the  infornnation  in  the  cycle  can  be  illustrated  as  follows: 


ACCOUNTING  CYCLE 
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PROCESS  SUMMARY 


The  following  is  a  brief  description  of  the  events  of  the  accounting  cycle. 
Each  of  these  topics  is  discussed  in  greater  detail  in  later  sections. 


EVENT 


DESCRIPTION 


EXAMPLE(S) 


Documenting 

Business 

Transactions 


Business  event  takes 
place  and  information 
is  recorded  on  a 
document  referred  to 
as  an  accounting 
source  document. 


Purchased  land  with  cash  (Purchase 
Documents) 


Sold  merchandise  for  cash 
(Cash  register  receipt) 


Sold  merchandise  to  customer  on  credit 
(Credit  card  receipt) 


Purchased  supplies 
(Invoice) 


Journalizing 
Transactions 


Like  transactions  are 
grouped  into  accounts. 
Account  for  each 
asset,  liability,  owner's 
equity,  revenue,  and 
expense. 


Transactions  are 
entered  in  a  General 
Journal  or  Specialized 
Journals  referred  to  as 


the  Book  of  Origins. 
The  record  made  is 
called  a  Journal  Entry. 


Transactions  are 
recorded  as  a  debit  or 
credit  using  debit/credit 
system. 


Sample  Accounts  (Like  transactions) 

•Cash  (1) 
•  Land  (51) 


General  Joumal 
Specialized  Journals  - 

•  Cash  Receipt 

•  Cash  Disbursement 

•  Purchase  Journal 

•  Sales  Joumal 


Sample  General  Journal 


Acct 

Date 

Name 

Post  DR 

CR 

Jun  1 

Land 

S1  4,500 

Cash 

1 

4,500 

ERIC 
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EVENT 


DESCRIPTION 


EXAMPLE(S) 


Posting 
Journal 
Entries 
to  Ledger 


Journalized 
transactions  are 
posted  to  the  ledger 
(complete  set  of 
accounts  for  business). 


Sample  Ledger 


Preparing 
Trial  Balance 


Balances  of  accounts 
are  determined  to  see 
if  credit  and  debit 
balances  are  equal. 
Can  be  accomplished 
using  an  accounting 
worksheet. 


ACCOUNT 

Cash 

Account  No.  1 

Date  Item 

Post 

DR 

CR 

Jun  1 

1 

4,500 

ACCOUNT 

Land 

Account  No.  51 

Date  Item 

Post 

DR 

CR 

Jun  1 

51 

4.500 

Total  Total 
Account  Debits  =  Account  Credits 


Adjustments  made  to 
accounts  prior  to 
preparing  end-of-year 
financial  statements 
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EVENT 

DESCRIPTION 

EXAMPLE{S) 

5 

Preparing 

Financial 

Statements 

Balance  Sheet  - 
statement  of  business 
"financial  condition." 
Concerned  with 
business'  assets, 
liabilities  and  owner's 
equity. 

Income  Statement  - 
statement  used  to 
traci<  business  "profit 
or  loss."  Concerned 
with  business 
expenses  and 
revenue. 

BALANCE  SHEET 

AftMtS 

Debits  Credits 

Liabilities 
Debits  Credits 

Owner's  Equity 
Debits  Credits 

INCOME  STATEMENT 

Total  Total 
Net  Income  =      Revenue  -  Expenses 

SUMMARY 


The  Accounting  Cycle  involves  events  and  documents  used  to  record, 
summarize  and  eventually  interpret  the  business  transactions  of  a 
company. 
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Section  4 

RECORDING  FINANCIAL  TRANSACTIONS 


OVERVIEW 

The  recording  of  financial  transactions  takes  into  account  the  first  three 
events  of  the  accounting  cycle--clocumenting  transactions,  journalizing  the 
transactions  and  posting  the  transactions  to  the  business  ledger. 


SOURCE  DOCUMENTS 


A  business  transaction  is  ordinarily  supported  by  some  form  of  source 
document,  which  serves  as  evidence  or  proof  of  the  transaction  and  gives 
information  about  what  has  happened.  It  may  be  received  from  an  outsider 
or  it  may  originate  within  the  business. 


SAMPLE  SOURCE  DOCUMENTS 


Received  from  Outside  Businesses 


Within  Business 


Vandor  Invotoe  ^ 
CmtonwrCaah 


Loan  Hotoi 


Property  Tianstor  i 

EmployM  Check  | 

Inventory  Form 

Sent  to  Outside  Businesses 


Checks  to  Verxiort  | 

Customer  Bills 

ERIC 
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ACCOUNTS 


Business  transactions  shown  on  the  source  documents  are  organized 
through  a  system  of  accounts.  Like  transactions  are  kept  together  and  form 
an  account.  The  record  is  often  referred  to  as  the  account  card.  There  is 
ah  account  for  each  asset,  liability,  owner's  equity,  revenue  and  expense. 

EXAMPLE:  All  cash  transactions  =  Cash  Account  (Asset) 

All  the  company  account  records  together  form  what  is  known  as  the 
ledger.  This  will  be  discussed  later. 


Chart  of  Accounts 

A  chart  of  accounts  is  prepared  in  order  to  help  organize  the  accounts  and 
make  it  easy  to  locate  each  account.  Each  business  has  its  own  particular 
set.  Each  account  is  given  a  number;  the  accounts  are  filed  in  the  ledger 
in  numerical  order;  and  the  chart  of  accounts  shows  the  number  which  has 
been  assigned  to  it.  A  typical  numbering  system  for  the  accounts  is  as 
follows; 


Assets  1 00s 

Liabilities  200s 
Owner's  Equity  300s 


Income/  400s 
Expenses  500s 


KAREN'S  T-SHIRT  SHOP 
CHART  OF  ACCOUNTS 

ASSETS 

INCOME 

1 1 1  Cash 

41 1  Sales 

112      Accounts  Receivable 

OPERATING  EXPENSES 

1 1 3  Inventories 

51 1      Rent  Expense 

114  Fixtures 

512      Salaiy  Expenses 

LIABILITIES 

21 1      Accounts  Payable 

212      Bank  Loans  Payable 

OWNER  S  EQUITY 

31 1      Karen  White,  Capital 

ERIC 
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T  -  Account  Format 


In  its  simplest  form,  an  account  is  illustrated  using  a  "T  format." 


Account  Title 


Debits 


Credits 


Debit  -  refers  to  any  amount  recorded  in  the  left-hand  side  of  an 
account.  When  an  amount  is  recorded  in  the  left-hand  side  of  the 
account,  the  account  is  said  to  be  debited  or  charged. 
Credit  -  refers  to  any  amount  recorded  in  the  right-hand  side  of 
the  account. 


EXAMPLE:  The  following  shows  that  there  is  a  debit  of  $100  and  a 
credit  of  $50  to  the  cash  account  of  Karen's  T-Shirt  Shop. 


Cash  Account  1 1 1 


(1)  $100    (2)  $50 


Procedures  for  Debiting  and  Crediting  Accounts 

When  a  business  transaction  takes  place,  it  affects  the  business  accounts 
in  several  ways. 


Principle:  More  than  one  account  is  affected 
{Double-Entry  Bookkeejaing). 

Principle:  Accounts  affected  will  be  either 
increased  or  decreased  depending 
upon  the  type  of  account  and  the 
rules  that  apply. 

Principle:  Each  transaction  will  result  in  equal 
debits  and  equal  credits. 


ERIC 
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Each  of  these  principles  is  shown  by  following  the  procedures  outlined 
below. 


Decide  which  accounts  are  affected  by  the  transaction. 
Determine -which  items  have  been  increased  or  decreased  or 
whether  income  has  been  earned  or  expenses  incurred. 


EXAMPLE:  Karen's  T-Shirt  Shop  buys  $3,000  worth  of  hats  on 
credit  from  Gray  Hat  Company.  What  has  happened? 

•  Karen's  inventory  has  increased.  This  is  an  asset  account. 

•  At  the  same  time,  the  bills  that  the  Karen's  shop  owes  (its 
accounts  payable)  have  also  been  increased.  Accounts 
payable  is  a  liability  account. 

Debit  or  credit  each  affected  account  according  to  the  rules  for 
debiting  or  crediting  each  type  of  account. 


RULES  FOR  RECORDING 
INCREASES  AND  DECREASES 


RULE  1  -  Assets 


Increases  on  the  left  Decreases  on  the  right 


(debit)  (credit) 


RULE  2  -  Liabilities  and  Owner's  Equity  (Capital) 


Decreases  on  the  left  Increases  on  the  right 


(debit)  (credit) 


RULE  3  Revenue 


Decreases  on  the  left 
(debit) 


Increases  on  the  right 
(credit) 


RULE  4  Expenses 


Increases  on  the  left 
(debit) 


Decreases  on  the  right 
(credit) 
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EXAMPLE :  Karen's  T-Shirt  Shop  transaction  involving  the  credit  purchase 
of  hats  affected  the  inventory  account  which  is  an  asset  account  so  Rule  1 
applies.  An  increase  (debit)  of  $3,000  in  inventory  has  occurred.  At  the 
same  time  the  accounts  payable  liability  account  has  increased  by  $3,000 
so  Rule  2  applies  and  a  credit  to  the  account  occurs. 


Inventory  113 
$3,000 


Accounts  Payable  2i  1 
$3,000 


Be  sure  the  debit  and  credit  from  each  transaction  are  equal. 


EXAMPLE:  Note  in  the  example  of  the  hats  purchased  on  credit  the 
same  amount  ($3,000)  is  debited  and  credited. 
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The  Accounting  Equation  and  Debitina/Cfeditina  Accounts 


The  accounting  equation  is  used  to  help  show  how  the  different  accounts 
are  affected:  increases  and  decreases  and  balancing  the  accounts.  The 
information  is  used  later  to  prepare  the  balance  sheet  and  income 
statement. 


ASSETS       =      Liabilities      +  owners-equity 


Dr. 

Cr. 

Dr. 

Cr. 

Dr. 

Cr. 

(+) 

(-) 

(-) 

(+) 

(-) 

(+) 

(INCOME         -  EXPENSES) 


Dr. 

Cr. 

Dr. 

Cr. 

(-) 

(+) 

(+) 

(-) 

EXAMPLE:  The  example  on  this  page  and  the  next  page  shows  what 
accounts  have  been  affected  by  the  transaction  listed,  the  increases  and 
decreases  in  each  type  of  account  and  how  transactions  show  that  the 
credits  and  debits  are  equal.  The  amounts  are  numbered  so  that  they  can 
be  identified  with  the  transactions. 

(1 )  Karen  White  invested  $75,000  in  cash  to  begin  business  operations. 

(2)  A  $900  prepayment  was  made  for  rent  of  a  store  for  three  months. 

(3)  Equipment  was  purchased  on  account  at  a  cost  of  $30,000. 

(4)  Cash  of  $28,000  was  paid  to  the  creditors  from  whom  equipment 
was  purchased. 

(5)  Merchandise  costing  $50,000  was  purchased  on  credit  terms. 

(6)  Merchandise  was  sold  to  customers  on  account  for  $48,000. 

(7)  Paid  wages  of  $800  in  cash  for  two  weeks. 

(8)  Received  a  promissory  note  for  $8,000  from  a  customer. 

(9)  Paid  cash  of  $200  for  heat  and  light  for  one  month. 
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ASSETS 


Dr  (+) 


Cr(-) 


LIABIUTIES 


Dr(-) 


Cr(+) 


OWNER'S  EQUITY 


Dr(.) 


Cr(+) 


Cash 


Accounts  Receivable 


(6)  48,000 


(8)  8,000 


Notes  Receivable 


(8)  8,000 
Prepal 

d  Rent 

(2)  900 
Equip 

»ment 

(3)  30,000 

Accounts  Payable 


(1)  75,000 

(2) 

900 

(4)  28,000 

(3) 

30,000 

(4) 

28,000 

(5) 

50,000 

(7) 

800 

(9) 

200 

Karen  White,  Capital 


PLUS  tt 

(1)75,000 
ICOME 

Dr(.) 

Sa 

Cr  (+) 
les 

(6)48,000 


MINUS 
EXPENSES 


Dr  (+) 

Purcli 

Cr  (-) 
ases 

(5)  50,000 
Wages  E 

Expense 

(7)  800 


Heat  and  Ught 
Expense 


(9)  200 
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GENERAL  JOURNAL 


Because  of  the  need  to  have  the  transactions  shown  in  one  place, 
transactions  are  first  recorded  chronologically  in  a  general  journal  referred 
to  as  the  "Book  of  Original  Entry." 

Each  transaction  makes  up  a  journal  entry.  Both  the  debit  and  credit  entry 
are  shown  together.  This  helps  to  reduce  the  number  of  errors  resulting 
from  improper  bookkeeping. 


Sample  General  Journal 


GENERAL  JOURNAL 

Page  1 

DATE 
1993 

DESCRIPTION 

POST 
REF  1 

DEBIT 

CREDIT 

Oct 

1 

Cash 

Karen  White,  Capital 
Investment  of  $75,000  by  Karen 
White 

75,000 

75.000 

1 

Prepaid  Rent 
Cash 

Rent  paid  in  advance  for  3  months 

900 

900 

2 

Equipment 
Accounts  Payable 
Equipment  bought  on  account 

30,000 

30,000 

6 

Accounts  Payable 
Cash 

Creditors  paid  on  account 

28,000 

28,000 

9 

Purchases 
Accounts  Payable 
Merchandise  purchased  on  account 

50,000 

50,000 

12 

Accounts  Receivable 
Sales 

Merchandise  sold  on  account 

48,000 

48,000 

15 

Wages  Expense 
Cash 

Wages  paid  for  two  weeks 

800 

800 

15 

Notes  Receivable 
Accounts  Receivable 
Note  received  from  customer  on 
account 

8,000 

8,000 

30 

Heat  and  Light  Expense 
Cash 

Utilities  paid  for  October 

200 

200 

22 
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Journalizing  a  Transaction 


n'  '  Using  the  original  business  document  (i.e.  sales  receipt,  invoice, 
etc.),  determine  which  accounts  are  to  be  debited  and  which  are 
to  be  credited.  See  page  24  and  25.  STEPS  1  and  2,  for 
information  on  debiting/crediting  an  account. 

IT'yp  2  Fill  in  the  date  of  the  transaction.  Write  the  day  in  the  date 
column.  Do  not  rewrite  month  or  year  unless  they  have  changed 
since  the  preceding  entry  or  you  are  starting  a  new  page. 

.  ••  /  Write  in  the  exact  name  of  the  ledger  account  to  be  debited  in  the 
description  column  and  record  the  amount  to  be  debited  in  the 
debit  column.  On  the  next  line,  indented  slightly,  write  the  name 
of  the  account  to  be  credited  and  the  amount  to  be  credited  in  the 
credit  column. 

■  -  .  •  <  Repeat  the  above  steps  for  each  transaction. 

NOTE:  Leave  the  Post  Reference  Column  blank  while  journalizing  the 
transaction.  This  column  will  be  completed  when  the  transactions 
are  posted  to  the  ledger.  NOTE:  Sometimes  this  column  is 
referred  to  as  the  LEDGER  FOLIO. 
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EXAMPLE:  Using  an  excerpt  from  the  General  Journal  for  Karen's  T-Shirt 
Shop  shown  on  the  page  22,  see  how  the  following  transactions  were 
journalized. 


GENERAL  JOURNAL 

Page  1 

DATE 
1993 

DESCRIPTION 

POST 
REF 

DEBIT 

CREDIT 

Oct 

1 

Cash 

Kareo  White,  Capital 
Investment  of  $75,000  by  Karen 
White 

75,000 

75,000 

1 

Prepaid  Rent 
Cash 

Rent  paid  in  advance  for  3  months 

900 

900 

2 

Equipment 
Accounts  Payable 
Equipment  bought  on  account 

30,000 

30.000 

Transaction  1 :  On  Oct  1 ,  1992,  Karen  White  invested  $75,000  in  the  business. 

The  accounts  that  were  affected  were  the  cash  account  which 
was  increased  by  the  $75,000  so  it  was  entered  as  a  DEBIT  and 
the  owner'  equity  capital  account  which  was  credited  $75,000. 

Transaction  2:  On  Oct  1 ,  1992,  Ms.  White  paid  the  rent  resulting  in  a  decrease 
(credit)  to  the  cash  account  and  an  increase  (debit)  to  the  prepaid 
rent  asset  account. 

Transaction  3:  Also  on  Oct  2,  1992,  equipment  was  purchased  on  account  at  a 
cost  of  $30,000.  This  resulted  in  an  increase  (credit)  in  accounts 
payable,  a  liability  account,  as  well  as  an  increase  (debit)  in  the 
equipment  asset  account. 


ERIC 
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SPECIALIZED  JOURNALS 

Often  business  transactions  of  a  certain  type  are  repeated  time  and  time  again. 
Thore  are  likely  to  be  many  purchases  of  merchandise,  sales  to  customers,  cash 
receipts,  and  cash  disbursements.  To  record  each  transaction  separately  in  a  two- 
column  journal  as  an  increase  or  as  a  decrease  to  a  given  account  is  unduly 
burdensome.  Transactions  of  a  similar  type  should  be  classified  together, 
summarized  for  a  period  such  as  a  month,  and  posted  as  one  aggregate 
transaction  for  the  month. 

Types 

The  most  common  types  of  special  journals  by  a  business  are  the: 

•  Sales  Journal 

•  Purchase  Journal 

•  Cash  Receipt  Journal 

•  Cash  Disbursement  Journal 

Remember,  these  special  journals  are  used  in  addition  to  the  general  journal. 
Those  transactions  which  do  not  fit  into  the  above  categories  of  special  journal 
transactions  would  be  entered  in  the  general  journal. 

Other  types  of  journals  can  be  used  if  like  transactions  occur  frequently  enough 
to  warrant  their  use. 

Format 

The  format  of  the  journal  may  vary  with  each  business.  Each  business  must 
decide  what  special  journals  are  to  be  used  as  well  as  the  design  of  the  special 
journal  so  that  it  fits  their  needs.  The  following  are  examples  of  some  special 
journals  and  how  they  can  be  used. 
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Sample  Sales  Journal 


One  of  the  most  widely  used  special  journals  is  the  sales  journal  often  referred  to 
as  the  Accounts  Receivable  Journal.  This  journal  is  used  to  record  all  sales  made 
on  credit.  It  does  not  include  cash  sales. 


SALES  JOURNAL                     PG.  SJ-1 

DATE 

(112) 

(411) 

1992 

CUSTOMER  NAME 

ACCOUNTS  RECEIVABLE  (DR.) 

SALES  (CR.) 

Oct  3 

Customer  A 

100 

100 

4 

Customer  B 

500 

500 

5 

Customer  A 

250 

250 

5 

Customer  E 

100 

100 

5 

Customer  C 

500 

500 

30 

XXXX 

XXXX 

10,000 

10,000 

EXAMPLE: 


Customer  A  made  a  purchase  of  $100  on  credit.  The  transaction  is 
recorded  by  date,  name  of  customer  and  a  debit  to  the  Accounts 
Receivable  and  a  credit  to  the  Sales  Account  is  noted. 

The  Sales  Journal  total  Accounts  Receivables  ($10,000)  debit  and  the  total 
sales  ($10,000)  credit  are  used  for  posting  to  the  account  ledgers  instead 
of  each  individual  customer's  entry.  This  is  usually  done  on  a  monthly 
basis. 
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Sample  Purchase  Journal 


Merchandise  which,  the  firm  buys  for  resale  to  its  customers  is  sometimes  bought 
on  account  not  for  cash.  The  bills  which  the  firm  owes  arising  out  of  these 
purchases  are  called  accounts  payable. 


PURCHASE  JOURNAL 

PG.  PJ-1 

DATE 

(513) 

(211) 

1992 

VENDOR  NAME 

PURCHASES  (DR.) 

ACCOUNTS  PAYABLE 

(CR.) 

Oct  1 

X  Wholesaler 

250 

250 

2 

Y  Vendor 

500 

500 

3 

Z  Wholesaler 

750 

750 

4 

Y  Vendor 

500 

500 

4 

Z  Wholesaler 

.  750 

750 

2,750 

2,750 

EXAMPLE: 

■  Karen's  T-Shirt  Shop  purchased  from  X  Wholesaler  merchandise  for  resale 
on  credit.  The  transaction  is  recorded  by  date,  name  of  vendor  and  the 
amount  of  $250  is  debited  to  the  purchase  account  and  the  same  amount 
is  credited  to  the  Account  Payable  account. 

■  The  Purchase  Journal  total  Accounts  Payable  ($2,750)  credit  and  the  total 
purchase  account  ($2,750)  debit  are  used  for  posting  to  the  account  ledgers 
instead  of  posting  to  each  individual  vendor  entry.  This  is  usually  done  on 
a  monthly  basis. 


ERIC 
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Sample  Cash  Receipt  Journai 


In  many  businesses,  cash  is  rbceived.  For  example,  cash  is  received  when  a  cash 
sale  is  made,  when  a  customer  pays  his  outstanding  bill,  or  when  the  firm  borrows 
money  from  a  bank  and  from  other  sources.  The  cash  may  be  in  the  form  of 
currency  or  in  the  form  of  a  check. 


CASH  RECEIPTS  JOURNAL 

PG.  CR-3 

DATE 

CASH 

A/R 

SALES 

1992 

PAYEE 

(Dr) 

,  (Cr) 

(Cr) 

Oct  6 

CustMner  B 

50 

50 

15 

Custmner  A 

200 

200 

18 

Customer  C 

250 

250 

♦  ♦  • 

♦  ♦  • 

31 

Cust(Mner  E 

100 

100 

20300 

9,300 

11,000 

EXAMPLE: 

■  Customer  B  made  a  cash  purchase  of  $50.  The  transaction  is  recorded  by 
date,  name  of  individual  or  company  making  the  transaction,  the  amount 
debited  to  the  cash  account  or  amount  credited  to  accounts  receivable  or 
sales  accounts. 

■  The  Cash  Receipt  Journal  total  Cash  Account  debit  ($20,300),  Accounts 
Receivable  ($9,300)  credit  and  Sales  Account  ($1 1 ,000)  credit  are  used  for 
posting  to  the  account  ledgers  instead  of  each  individual  payee  entry.  This 
is  usually  done  on  a  monthly  basis. 
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Sample  Cash  Disbursement  Journal 


Many  business  transactions  involve  the  payment  of  cash  by  the  business.  In  a 
business  situation,  cash  payment  refers  to  payments  made  with  currency  or  by 
check.  All  cash  payments  made  by  a  company  may  be  recorded  in  a  Cash 
Disbursement  Journal. 


CASH  DISBURSEMENT  JOURNAL 

PG.  CD-2 

DATE 

PAYEE 

CASH 
(Cr) 

A/P 
(Dr) 

SALARY 
(Dr) 

GENERAL 

Oct  1 

Brown  Realty 

900 

900 

6 

Glove 
Company 

1,800 

1,800 

15 

Salary 
Expense 

2,500 

2,500 

18 

Dressmaker 
Mfg. 

3,000 

3,000 

19 

Office  Supply 

57 

57 

8,257 

4,857 

2,500 

900 

EXAMPLE: 

m  The  date,  name  of  the  person  or  vendor  being  paid,  the  amount  being 
credited  to  the  cash  account  (decrease  in  cash)  and  the  amount  debited  to 
the  other  accounts  involved  are  recorded.  The  business  would  have  to 
determine  which  accounts  are  most  frequently  used  and  a  column  would  be 
made  to  record  the  data.  A  general  debit  column  is  used  to  record  all  other 
accounts  debited.  On  Oct  6th,  the  Glove  Company  was  paid  $1 ,800  which 
resulted  in  a  credit  to  the  Cash  account  and  a  debit  to  the  Accounts 
Payable  account. 

■  The  Cash  Disbursement  Journal  total  Accounts  Payable  ($4,857)  debit,  total 
Salary  Account  ($2,500)  debit,  and  the  total  Cash  Account  ($8,257)  credit 
are  used  for  posting  to  the  account  ledgers.  The  General  Debit  column  is 
not  totaled.  Each  item  is  treated  separately  and  is  posted  to  the  ledger  in 
the  appropriate  account.  In  this  example  the  rent  expense  account  would 
be  debited  for  $900. 
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LEDGER 

After  the  information  has  been  recorded  in  the  journals,  the  information  is 
transferred  to  the  ledger  accounts.  These  consist  of  the  individual  accounts  which 
are  grouped  together  to  form  the  ledger.  The  journal  entries  are  entered  in  the 
ledger  through  a  process  called  posting.  Posting  should  be  done  often  enough  so 
that  the  ledger  accounts  are  reasonably  up-to-date.  Some  businesses  post  daily 
from  journal  to  ledger;  others  once  a  week  or  even  less  often,  depending  on  the 
nature  and  the  needs  of  the  business. 

Sample  Ledger 


Account 
rUle/Sumber 

EsiuhlishcU  as  pan  of 
the  Chan  of  Accoiaits 


ACCOUNT   Cash  ACCOUNT  NO. /// 


DATE 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

BALANCE 

Oct 

1 

Balance 

75,000 

00 

75,000 

00 

3 

900 

00 

74,100 

00 

4 

28.000 

00 

46,100 

00 

5 

800 

00 

45,300 

00 

15 

200 

00 

45,100 

00 

tun  t 


Date.  This  is  Item.  Sinur  Font  Ref.  U.scJ  lo  Debit/Credit 

mil  n>  rccanl  i  ciurd  the  ini)>c  Amount  and 

iicrrssaril\  ■  anvihiin;  mmhcr  fnnn  ihc  Balance.  A 

the  same'  unusual  juunial  where  the  sunimarvofull 

date  that  the  ahottt  the  entry  is  heated.  It  the  aeeuunt  s 

fiitr\  is  item.  Often  ean  he  used  to  traee  debit  and  eredit 

made  in  the  u  is  not  item  if  necessary  transaetums  ean 

Idtii  nal  used.  Sometimes  referred  to  he  obtained. 

us  Ledi;er  f'olio.  Halanee  is  used 

in  preparini; 

statements 
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Posting  to  the  Ledger 


:  t       " :  Open  the  ledger  account  which  is  to  be  debited.   Copy  the  amount  of 
the  debit  from  the  journal  to  the  debit  column  of  that  ledger  account. 

'  •  •  2:  Copy  the  date  from  the  journal. 

.  .  ■  3:  Write  the  number  of  the  page  of  the  journal  from  which  you  are 

copying  the  transaction  in  the  post  reference  column  of  the  ledger 
account. 

iX  .     <  :  Repeat  the  procedure  for  the  credited  items. 

■     Write  the  number  of  the  ledger  account  beside  each  item  in  the  Post 
Reference  Column  of  the  Journal. 


EXAMPLE:  The  following  shows  an  example  of  journalizing  a  transaction 
where  a  cash  sale  of  $50  was  made  at  Karen's  T-Shirt  Shop. 

(Entries  in  the  General  Journal) 


GENERAL  JOURNAL 

page  J-12 

DATE 
1992 

ACCOUNTS  AND 
EXPLANATIONS 

POST 
REF 

DEBIT 

CREDIT 

Oct  !5 

Cash 
Sales 

50 

50 

1075 
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Journal  entry  is  posted  to  cash  account  as  debit.  Journal  page  recorded  as 
post  reference  number. 


ACCOUNT  Cash  ACCOUNT  NO. /// 


DATE 
1993 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

BALANCE 

Oct 

IS 

.1-12 

50 

00 

50 

00 

il  

(Journal  entry  is  posted  to  sales  account  as  a  credit.  Journal  page  recorded  as 
post  reference  number. 


ACCOUNT  Sales  ACCOUNT  NO.  477 


DATE 
1993 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

BALANCE 

(Jet 

IS 

50 

00 

50 

00 

(Post  Reference  column  of  the  Journal  is  filled  in  with  the  appropriate  Ledger 
account  numbers.) 


GENERAL  JOURNAL 

Daae  J-12 

DATE 
1992 

ACCOUNTS  AND 
EXPLANATIONS 

POST 
REF 

DEBIT 

CREDIT 

Oct  15 

Cash 

111 

50 

Sales 

411 

50 

ERIC 
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Sample  Subsidiary  Ledgers 


Sometimes  it  becomes  necessary  for  a  business  to  have  more  detailed 
information  on  certain  ledger  accounts,  such  as  the  accounts  receivable 
balances  or  the  amount  owed  to  a  particular  vendor.  This  is  accomplished 
through  the  use  of  subsidiary  ledgers. 


Mary  Smith 
(Customer  A) 

DATE 
1992 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

CREDIT 
BALANCE 

Oct  3 

SJ-1 

100 

too 

5 

SJ-1 

250 

350 

15 

CR-4 

200 

150 

EXAMPLE:    In  the  example  of  the  subsidiary  ledger  for  Customer  A,  each  time 
an  entry  is  made  to  the  Sales  Journal  or  to  the  Cash  Receipt  Journal  it  is 
posted  to  customer  A's  account.  This  is  done  on  a  daily  basis.  At  the  end  of 
the  month  a  total  of  the  customer's  account  can  be  seen. 

A  similar  process  could  be  used  for  individual  vendors  (using  the  Purchase  and 
Cash  Disbursement  Journals). 


ERIC 
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SUMMARY 


IT 


Accounts  are  used  as  a  basis  of  organizing  financial  transaction  data  so 
that  the  information  can  be  recorded.   Accounts  are  established  for  all  the 
assets,  liabilities  and  owner's  equity  aspects  of  the  business. 


A  system  of  debiting/crediting  the  accounts  is  used  to  show  how  an 
account  is  affected  by  a  business  transaction. 

The  increases  and  decreases  to  the  accounts  from  debits 
and  credits  must  always  result  in  a  balance  between  the  two. 


0* 


Documents  used  in  the  recording  process  include- 


Source  Documents 

General  Journal 

Specialized  Journals  (optional) 

Account  Ledger 

Subsidiary  Ledgers  (optional) 
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Section  5 

SUMMARIZING  FINANCIAL  DATA 


OVERVIEW 

Summarizing  financial  data  takes  into  consideration  the  last  several  events  of 
the  accounting  cycle-preparing  a  trial  balance  and  preparing  the  financial 
statements. 


TRIAL  BALANCE 

At  intervals,  one  kind  of  check  is  made  on  the  accuracy  of  the  ledger  accounts 
by  preparing  a  trial  balance.  This  is  done  after  the  posting  of  the  journal  entries 
to  the  ledger. 

Most  businesses  do  this  once  a  month.  However,  it  may  be  done  more  jr  less 
often  depending  upon  the  needs  of  the  business. 

The  listing  shows  whether  or  not  the  debit  balances  are  equal  to  the  credit 
balances. 


Procedures.  Preparing  the  balance  is  a  two-step  process. 

,     :  A  balance  for  each  account  is  computed  by  subtracting  the  sum  of 
the  credit  entries  from  the  sum  of  the  debit  entries.  This  is  called 
footing  the  account.    These  amounts  are  shown  at  the  bottom  of  the 
column.  Subtract  the  smaller  from  the  larger--the  difference  is  the 
account  credit  or  debit  balance.    If  a  Balance  column,  as  shown 
here,  is  provided  on  the  card,  a  running  balance  is  kept.  This  should 
equal  the  footed  balance. 
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EXAMPLE:   Karen  White's  Cash  Account 


ACCOUNT  Cash 


ACCOUNT  NO.  /// 


DATE 

ITEM 

POST 
REF 

DEBIT 

CREDIT 

BALANCE 

Oct 

1 

Balance 

75,000 

00 

75,000 

00 

3 

900 

00 

74,100 

00 

4 

28,000 

00 

46,100 

00 

5 

800 

00 

45,300 

00 

15 

200 

00 

45,100 

00 

75,000 

00 

29,900 

00 

Debit  Total 
Credit  Total 


$75,000 
$29.900 


BALANCE    $45,100  (Debit) 


All  account  balances  are  copied  to  one  sheet  to  show  total  debits  and 
credits. 


Karen's  T-Shirt  Shop 
Trial  Balance 
October  31, 1992 


Cash 

Accounts  Receivable 

Notes  Receivable 

Prepaid  Rent 

Equipment 

Accounts  Payable 

Karen  White,  Caqoital 

Sales 

Purchases 

Wages  Expense 

Heat  and  Light  Expense 


Debit 
$45,100 
40.000 
8,000 
900 
30.000 


50,000 
800 
200 
$175,000 


Credit 


$  52,000 
75,000 
48,000 


$175,000 


ERIC 
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BALANCE  SHEET 


One  of  the  simplest  ways  of  showing  the  assets,  liabilities,  and  owner's 
equity  of  an  individual  or  a  business  is  in  a  balance  sheet. 

A  balance  sheet  is  a  listing  of  the  assets  as  of  a  certain  date  and  the  claims 
against  these  assets,  liabilities  and  owner's  equity,  as  of  that  date. 


EXAMPLE:  If  it  is  assumed  that  all  Mr.  Olsen  owned  and  owed  on 
September  1,  1992,  was  his  computer  system  and  his  bank  loan,  a  very 
simple  balance  sheet  for  him  might  be  drawn  up. 


Assets 


Liabilities  and  Owner's  Equity 


Computer  System 
$6,000 


Bank  Loan  $1 ,500 

Mr.  Olsen's  owner's  equity  $4,500 
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Sample  Balance  Sheet 


The  Balance  Sheet  can  be  presented  either  in  a  report  form,  with  items  listed 
one  under  the  other,  or  in  the  account  form,  with  assets  listed  on  the  left  side 
and  liabilities  and  owner's  equity  listed  on  the  right  side.  The  Balance  Sheet 
shown  here  is  what  is  referred  to  as  a  report  format. 


Karen's  T-Shirt  Shop 
Balance  Sheet 
October  31, 1992 

Assets 

Cash 

Accounts  Receivable 

Less  allowance  for  doubtful  accounts 

Notes  receivable 

Interest  receivable 

Merchandise  inventory 

Prepaid  rent 

Equipment 

Less  Accumulated  depreciation 
Total  Assets 

$40,000 
1,500 

$30,000 
250 

$  45.100 

38,500 
8,000 
40 
10.000 
600 

$  29.750 

Liabilities 

Accounts  Payable 
Wages  Payable 
Total  Liabilities 

$  52.000 
700 
$  52.700 

Owner's  Equity 

Karen  White.  Capital 

$  79.290 

Total  Liabilities  and  Owner's  Equity 

$131.990 

ft 

Col  A 

Col  B 

381052 
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Procedures  for  Preparing  Balance  Sheet. 


Prepare  Heading. 

•  Company's  Name 

•  Title  of  Statement 

•  Date  of  Statement  (Given  date  -  moment  in  time  not  period 
of  time) 


EXAMPLE:  The  Balance  Sheet  was  prepared  to  show  the 
financial  condition  of  Karen's  T-Shirt  Shop  as  of 
October  31,  1992. 


List  and  Total  Assets. 

Assets  are  listed  by  name  and  amount. 

NOTE  1 :  Column  A  on  the  sample  sheet  is  used  to  list  asset 
account  amounts  that  have  a  relationship  and  require  an  additional 
computation  prior  to  being  placed  in  Column  B.  Column  B  shows 
items  from  all  asset  accounts  that  are  used  to  determine  total 
asset  figure. 

NOTE  2:  A  single  line  is  ruled  to  show  that  a  total  follows.  A 
double  line  is  drawn  to  show  the  composite  total  for  assets. 


O  39       1  0  8  3 

ERiC 
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EXAMPLE: 


•  The  total  assets  shown  for  Karen's  T-Shirt  Shop  is 
$131,990  represented  by  a  double  line. 

•  The  allowance  for  doubtful  accounts  ($1 ,500)  was 
subtracted  from  the  Accounts  Receivables  total  ($40,000) 
with  the  resulting  total  ($38,500)  placed  in  Column  B  for 
further  computation. . 

•  A  similar  procedure  was  followed  for  the  equipment  asset 
account  and  the  accumulated  depreciation  amount. 

NOTE  3:  Some  Balance  Sheets  are  prepared  separating 
assets  into  the  categories  of  fixed  and  current. 

lTf€P  3:      List  total  Liabilities  and  Owner's  Equity. 

List  liabilities  account  totals  and  owner's  equity  total.  The 
amounts  are  added  together  to  come  up  with  the  liability  and 
owner's  equity  total  amount. 

EXAMPLE:  The  total  liability  amount  is  $52,700  and  the  total 
owner's  equity  is  $79,290  for  a  total  of  $131 ,990  for  both 
accounts. 

?;  n.;P         compare  the  Asset  and  Liabilities/Owner's  Equity  amounts. 
They  should  be  equal.  If  so,  the  Account  is  balanced. 


ERIC 
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INCOME  STATEMENT 


The  income  statement  reports  the  amount  of  income  the  business 
earned  during  the  period,  the  expenses  incurred,  and  the  net  profit  or 
loss. 


Sample  Income  Statement 

Note:  The  income  statement  discussed  here  is  for  a  mercantile  firm, 
where  most  of  the  income  is  received  from  the  sale  of  merchandise. 


Karen's  T-Shirt  Shop 
Income  Statement 
For  the  Year  Ended  October  31 , 1992 

Income: 
Sales 

Less:  Cost  of  Goods  Sold 
Gross  Profit  on  Sales 

$48,000 
40.000 
$  8,000 

Expenses: 

Wages 

Uncollectible  Accounts 
Rent 

Depreciation 
Heat  and  Light 
Total  Expenses 

$1,500 
1,500 
300 
250 
200 

$  3.750 

Net  Income 

$  4.250 
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Format.  In  preparing  an  income  statement,  a  single-step  format  can  be  used  to 
show  the  relationship  among  the  three  major  items: 


Total  Income 

Expenses 

Net  Profit  or  Loss 


Another  format,  the  multi-step  format,  which  is  designed  to  show  the  relationship 
of  expenses  to  income  at  various  intervals.  This  is  done  in  a  step  fashion.  Each 
step  is  a  deduction  of  one  or  more  expenses: 


Sales  Income 

-  Cost  of  Goods  Sold 
Gross  Profit 

-  Total  Operating  Expenses 
Operating  Earnings 

-  Interest  Expenses 
Earnings  Before  Taxes 

-  Income  Tax  Expense 
NET  INCOME 


Some  businesses  or  professions  obtain  most  of  their  income  from  fees  for 
services  or  commissions,  etc.,  rather  than  from  selling  merchandise  (doctors, 
lawyers,  rental  agents,  etc.).  Businesses  of  this  kind  will  not  have  a  cost  of  goods 
sold  section  in  their  income  statements  since  what  they  are  selling  are  services, 
not  goods.   For  such  operations,  the  income  statement  consists  of: 


Income  (Service  Fees/Other  Income) 

-  Expenses  

NET  INCOME  (Profit  or  Loss) 


lose 
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Procedures  for  Preparing  Income  Statement 


Prepare  Heading. 

Company's  Name 
Title  of  statement 

Period  of  time  covered  by  the  statement 

EXAMPLE:  The  sample  income  statement  for  Karen's  T-Shirt  Shop  was 
for  a  period  of  one  year  ending  in  October. 


List  Sales  Income. 

All  income  company  earned  during  the  period. 

EXAMPLE:  The  annual  sales  income  from  Karen's  T-Shirt  Shop  was 
$48,000. 


Calculate  Cost  of  Goods  Sold. 

When  a  business  obtains  most  of  its  income  from  sale  of  merchandise, 
its  expenses  are  divided  into  two  groups: 

•  the  actual  cost  of  the  merchandise  sold, 

•  all  the  other  expenses  involved  in  the  business. 

To  obtain  the  cost  of  the  goods  sold,  take  the  amount  of  goods  that  were 
on  hand  at  the  beginning  of  the  period  and  add  all  purchases  made 
during  the  period. 

These  two  items  represent  the  goods  available  for  sale  during  the  period. 
To  find  the  actual  amount  of  goods  sold,  subtract  the  inve,iiory  of  goods 
left  at  the  end  of  the  period  (the  ending  inventory).  The  difference  is 
called  the  cost  of  goods  sold. 

Beginning  inventory 

+  Purchases  

Cost  of  goods  available  for  sale  during  the  period. 
Ending  inventory 
Cost  of  goods  sold 
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EXAMPLE:  If  the  beginning  inventory  at  Karen's  T-Shirt  Shop  was  worth 
$50,000  and  purchases  were  made  totaling  $15,000,  then  the  total  cost 
of  goods  available  for  sale  during  the  year  was  $65,000.  At  the  end  of 
the  period,  the  inventory  was  worth  $25,000  and  the  cost  of  goods  sold 
was  $40,000. 

$50,000 
+  15.000 


65,000 
25.000 


$40,000 

P  4:      Determine  Gross  Profit  on  Sales. 

The  gross  profit  on  sales  is  the  difference  between  the  income  from 
sales  and  the  cost  of  the  merchandise  sold. 

Note:  No  other  expenses  aside  from  the  actual  cost  of  the  goods  sold 
are  subtracted  in  determining  the  gross  profit  on  sales. 

Income  from  sales 
Cost  of  goods  sold 


Gross  profit  on  sales 


EXAMPLE:  Sales  income  was  $48,000;  cost  of  goods  sold  was 
$40,000;  and  the  gross  profit  on  sales  was  $8,000. 


List  Expenses. 

Expenses  other  than  the  cost  of  goods  sold. 
EXAMPLE: 

Selling  expense  $  400 

Rent  expense  400 
Miscellaneous  expense  200 
Supplies  expense  60 

$1 ,060 


O  44  103b 
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Determine  Net  Income. 

Subtract  expenses  from  the  gross  profit  on  sales.  The  resulting  figure  is 
the  net  profit  or  loss  on  sales  for  the  business  for  the  period. 

Sales  income 

-  Cost  of  goods  sold 
Gross  profit  on  sales 

-  Expenses  

Net  profit  on  sales 

EXAMPLE:  In  the  case  of  Karen's  T-Shirt  Shop,  gross  profit  on  sales 
was  $8,000;  expenses  were  $3,750;  and  a  net  profit  of  $4,250  was 
earned. 

NOTE:  In  cases  where  the  cost  of  goods  sold  plus  expenses  are  greater 
than  sales  Income,  the  company  will  have  a  net  loss,  rather  than  a  net 
profit. 
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A  Trial  Balance  Is  prepared  as  a  check  to  see  if  the  debits  and  credits 
are  in  balance. 


A  Balance  Sheet  shows  the  financial  picture  of  the  company  as  of  the 
date  prepared. 


An  Income  Statement  shows  the  financial  status  of  the  company. 
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Section  6 

AN  ACCOUNTING  PROBLEM 


OVERVIEW 

Working  through  an  accounting  problem  helps  bring  together  all 
the  accounting  principles  discussed.  The  following  scenario  is 
used  to  illustrate  how: 

•  Debits  and  credits  are  used  to  show  the  effect  of  business 
transactions  on  an  account 

•  Business  transactions  are  recorded  in  the  accounts 

•  Business  transactions  are  used  to  prepare  financial 
statements. 


SCENARIO 

The  following  illustrative  problem  is  used  to  show  the  business 
transactions  of  Larry  Olsen's  law  practice  as  they  occur  over  a  period  of 
one  month. 

Notes:     The  number  preceding  each  transaction  is  used  throughout  the 
illustration  to  identify  the  transaction  in  the  accounts. 

The  accounting  equation  is  used  in  this  example: 


Assets  =  Liabilities  +        Owner's  Equity 


Debit  for 

Credit  for 

Debit  for 

Credit  for 

Debit  for 

Credit  for 

increases 

decreases 

decreases 

increases 

decreases 

increases 
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1. 


On  July  1 ,  Larry  Olsen  invested  $5,000  in  a  new  law  practice. 


Cash 


(1)  5,000 


Larry  Olsen,  Capital 


(1)  5,000 


Analysis  of  the  transaction:  The  transaction 
increased  the  cash  of  the  practice  and  at  the 
same  time  it  increased  the  equity  of  Olsen  in 
the  business.  Increases  in  assets  are 
debited  and  increases  in  owner's  equity  are 
credited.  Consequently,  to  record  the 
transaction.  Cash  should  be  debited  and 
Larry  Olsen,  Capital  should  be  credited  for 
$5,000. 


2.      Paid  the  office  rent  ($900)  for  three  months  in  advance. 


Analysis  of  the  transaction:  The  asset 
Cash  prepaid  rent,  the  right  to  occupy  the  office  for 

 1  three  months,  is  increased  and  the  asset 

(1)    5,000    (2)      900    cash  is  decreased.  Increases  in  assets  are 

debited  and  decreases  are  credited. 
Therefore,  to  record  the  transaction,  debit 
Prepaid  Rent  Prepaid  Rent  and  credit  Cash  for  $900. 


(2)  900 


3.      Purchased  office  equipment  for  $3,700  cash. 


Cash 


(1)  5,000 

(2) 

900 

(3) 

3,700 

Analysis  of  the  transaction:  The  asset  office 
equipment  is  increased,  and  the  asset  cash 
is  decreased.  Debit  Office  Equipment  and 
credit  Cash  for  $3,700. 


Office  Equipment 


(3)  3,700 


ERIC 
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4.      Purchased  on  credit  from  Alpha  Company  office  supplies  ($60)  and  office 
equipment  ($300). 


Office  Supplies 


(4) 

60 

Office  Equipment 

(3) 

3,700 

(4) 

300 

Accounts  Payable 

Analysis  of  the  transaction:  This 
transaction  increased  the  assets  office 
supplies  and  office  equipment,  but  it 
also  created  a  liability.  Increases  in 
assets  are  debits  and  increases  in 
liabilities  are  credits:  therefore,  debit 
Office  Supplies  for  $60  and  Office 
Equipment  for  $300  and  credit 
Accounts  Payable  to  $360. 


(4) 


360 


5.  Completed  legal  work  for  a  client  and  immediately  collected  a  $500  fee. 

Analysis  of  the  transaction:  This 
revenue  transaction  increased  both 
assets  and  owner's  equity  are  credits. 
Therefore,  Cash  is  debited  and  in 
order  to  show  the  nature  of  the 
increase  in  owners  equity  and  at  the 
same  time  accumulate  information  for 
the  income  statement,  the  revenue 
account  Legal  Fees  Earned  is 
credited. 

6.  Paid  the  secretary's  salary  ($400)  for  the  first  two  weeks  of  July. 


Cash 


(1) 

5,000 

(2) 

900 

(5) 

500 

(3) 

3,700 

Legal  Fees  Earned 

1(5)  500 


Cash 


(1) 

5,000 

(2) 

900 

(5) 

500 

(3) 

3,700 

(6) 

400 

Office  Salaries  Expense 


(6) 


400 


Analysis  of  the  transaction:  The 
secretary's  salary  is  an  expense  that 
decreased  both  assets  and  owner's 
equity.  Debit  Office  Salaries  Expense 
to  decrease  owner's  equity  and  also  to 
accumulate  information  for  the  income 
statements,  and  credit  Cash  to  record 
the  decrease  in  cash. 


ERIC 
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Signed  a  contract  with  Coast  Realty  to  do  its  legal  work  on  a  fixed-fee 
basis  for  $300  per  month.  Received  the  fee  ($450)  for  the  first  month 
and  a  half  in  advance. 


Cash 


(1) 

5.000 

(2)  900 

(5) 

500 

(3)  3.700 

(7) 

450 

(6)  400 

Unearned  Legal  Fees 

(7)  450 

Analysis  of  the  transaction:  The  $450  inflow 
increased  cash,  but  the  inflow  is  not  a  revenue 
until  earned.  Its  acceptance  before  being  earned 
created  a  liability,  the  obligation  to  do  the  legal 
work  for  the  next  month  and  a  half. 
Consequently,  debit  Cash  to  record  the  increase 
in  cash  and  credit  Unearned  Legal  Fees  to 
record  the  liability  increase. 


Completed  legal  work  for  a  client  on  credit  and  billed  the  client  $1 ,000  for 
the  services  rendered. 


Accounts  Receivable 


(8)  1,000 


Legal  Fees  Earned 


(8) 


1,000 


Analysis  of  the  transaction:  Completion  of  the 
revenue  transaction  gave  the  law  practice  the 
nght  to  collect  $1,000  from  the  client  and  thus 
increased  assets  and  owners  equity. 
Consequently,  debit  Accounts  Receivable  for 
the  increase  in  assets  and  credit  Legal  Fees 
Earned  to  increase  owner's  equity  and  at  the 
same  time  accumulate  information  for  the 
income  statement. 


Paid  the  secretary's  salary  ($400)  for  the  second  two  weeks  of  the 
month. 


Cash 


(1) 

1.000 

(2) 

900 

(5) 

500 

(3) 

3,700 

(7) 

450 

(6) 

400 

(9) 

400 

Office  Salaries  Expense 


(6)  400 
(9)  400 


Analysis  of  the  transaction:  An  expense 
that  decreased  assets  and  owners  equity. 
Debit  Office  Salaries  Expense  to 
accumulate  information  for  the  income 
statement  and  credit  Cash. 
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1 0.     Larry  Olsen  withdrew  $200  from  the  law  practice  to  pay  personal 
expenses. 


Cash 


(1) 

5,000 

(2) 

900 

(5) 

500 

(3) 

3.700 

(7) 

450 

(6) 

400 

(9) 

400 

(10) 

200 

Larry  Olsen,  Withdrawals 

(10) 

200 

Analysis  of  the  transaction:  This  transaction 
reduced  in  equal  amounts  both  assets  and 
owner's  equity.  Cash  is  credited  to  record  the 
asset  reduction  and  Larry  Olsen  Withdrawals 
account  is  debited  for  the  reduction  in  the  owners 
equity. 


1 1 .     The  client  paid  the  $1 ,000  legal  fee  billed  in  transaction  8. 


Cash 


(1) 

5,000 

(2) 

900 

(5) 

500 

(3) 

3,700 

(7) 

450 

(6) 

400 

(11) 

1.000 

(9) 

400 

(10) 

200 

Accounts  Receivable 

(8) 

1,000 

(11) 

1,000 

Analysis  of  the  transaction:  One  asset  was 
increased,  and  the  other  decreased.  Debit 
Cash  to  record  the  increase  in  cash,  and 
credit  Accounts  Receivable  to  record  the 
decrease  in  the  account  receivable  or  the 
decrease  in  the  right  to  collect  from  the 
client 


1 2.     Paid  Alpha  Company  $1 00  of  the  $360  owed  for  the  items  purchased  on 
credit  in  transaction  4. 


Cash 


(1) 

5,000 

(2) 

900 

(5) 

500 

(3) 

3.700 

(7) 

450 

(6) 

400 

(11) 

1.000 

(9) 

400 

(10) 

200 

(12) 

100 

Accounts  Payables 

(12) 

100 

(4) 

360 

Analysis  of  the  transaction:  Payments  to 
creditors  decrease  In  like  amounts  both  assets 
and  liabilities.  Decreases  in  liabilities  are  debited 
and  decreases  in  assets  are  credited.  Debit 
Accounts  Payable  and  credit  Cash. 
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13. 


Paid  the  July  telephone  bill,  $30. 


1 4.     Paid  the  July  electric  bill,  $35. 


Cash 


(1) 

5,000 

(2) 

900 

(5) 

500 

(3) 

3,700 

(7) 

450 

(6) 

400 

(11) 

1,000 

(9) 

400 

(10) 

200 

(12) 

100 

(13) 

30 

(14) 

35 

Analysis  of  the  transactions;  These 
expense  transactions  are  alike  in  that 
each  decreased  cash;  they  differ  in 
each  case  as  to  the  kind  of  expense 
involved.  Consequently,  in  recording 
them,  cash  is  credited,  and  to 
accumulate  information  for  the  income 
statement,  a  different  expense 
account,  one  showing  the  nature  of  the 
expense  in  each  case,  is  debited. 


Telephone  Expense 


(13) 


30 


Heating  and  Lighting  Expense 


(14) 


35 
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Assets 
Cash 


Liabilities 
Accounts  Payable  * 


Accounts  Receivable 


(3)  3,700 

(4)  300 


Owner's  Equity 
Lairy  Oisen, 
Capital 


(1)  5,000 

(2) 

900 

(12)  100 

(4)  360 

(1)  5,000 

(5)  500 

(3> 

3,700 

(7)  450 

(6) 

400 

(11)  1,000 

(9) 

400 

Unearned  Legal  Fees 

l^iry  Olsen, 

(10) 
(12) 

200 
100 

Withdrawals 

(13) 

30 

(7)  450 

(10)200 

(14) 

35 

Legal  Fees  Earned 


(8)  1,000 

(11)1,000 

(5)  500 
(8)  1,000 

Prepaid  Rent 

Office  Salaries 
Expense 

(2)  900 

(6)  400 
(9)  400 

Office  Supplies 

Telephone 
Expense 

(4)  60 

(13)  30 

Office  Equipment 

Heating  &  Lighting 

Expense 


(14)  35 
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LARRY  OLSEN  LAW  PRACTICE 
INCOME  STATEMENT 
FOR  MONTH  ENDED  MARCH  31,  1993 


Income   $1,500 

Operating  Expenses: 

Salary  Expense    $800 

Telephone  Expense   30 

Heat  and  Light  Expense    35 

Total  Expenses   _865 

Net  Income   $  635 


NOTE:  This  Income  Statement  was  prepared  using  a  Single-Step  format.  It  is 
prepared  only  for  a  month  Instead  of  the  usual  year  time  frame. 


ERIC 


LARRY  OLSEN  LAW  PRACTICE 
BALANCE  SHEET 
FOR  MONTH  ENDED  MARCH  31,  1993 


Assets 

Cash 

Pre-paid  Rent 
Office  Supplies 
Office  Equipment 


$1,185.00 
900.00 
60.00 
4,000.00 


Liabilities 

Accounts  Payable 
Un-earned  Legal  Fees 

Total  Liabilities 


$  260.00 
450.00 

$  710.00 


Owner's  Equity 

Beg.  Capital  $5,000.00 

Larry  Olsen-withdrawals  <200.00> 

Net  Operating  Profit  635.00 


Owner's  Equity 


$5,435.00 


Total  Assets 


$6,145.00 


Total  Liabilities  + 
Owner's  Equity 


$6,145.00 


NOTE:  Tliis  Balance  Sheet  is  shown  in  an  account  format. 
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Each  business  transaction  must  be  able  to  be  traced  through  the 
accounting  system. 

Each  business  transaction  affects  other  components  within  the 
system. 

All  business  transactions  that  occur  must  result  in  a  balance  to  the 
accounting  system. 
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CHAPTER  SUMMARY 

The  financial  investigator  must  know  how  to  prove  the  suspect  has  committed  a  crime. 
There  are  several  methods  that  can  be  used  to  establish  proof-either  directly  or  indirectly. 

This  chapter  focuses  on  the  specific  item  method  of  establishing  direct  proof  of  a  criminal 
wrongdoing. 


CHAPTER  OBJECTIVES 

•  Explain  the  concept  of  "direct  proof." 

•  Describe  various  point-of-payment  schemes. 

•  Describe  information  surrounding  "suspect  payments"  that  cause  an 
investigator  to  become  suspicious. 

CHAPTER  WORKBOOK  CONTENTS 

Double  Trouble  Case.Stud^ 

National  Insurance  Case  Study 

Payment  Schemes 

Mary  anci  John  Crook  Investigation 
Exercise » Part  10 
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OOUBLB  TBOUBLB 
CASMSTmr 


PURPOSE: 

This  case  study  is  used  to  Illustrate  a  fictitious  Payable  Scheme. 


CONTENTS: 

•  Newspaper  Article 

•  Evidence  discovered  during  case 

•  Case  Synopsis 
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DOUBLE  TROUBLE  CASE 
Newspaper  Article 


Thursday 

BRIEFING 


Pair  charged  with 
fraud 

state  Journal  staff 

A  tiusband  and  wife  were  ctiarged  in  Dane 
County  Circuit  Court  on  Wednesday  witti 
defrauding  tiieir  employers  —  Cisco  Union  and 
Clark  Tectinical  College  —  of  more  tiian  $22,000 
over  ttiree  years. 

CATC  physical  plan  director  Will  Ctiaffey. 
39.  and  Lisa  Chaffey.  35.  botii  of  123  Berry  Ave., 
were  eocti  ctiarged  witti  two  counts  of  parties  to 
tiie  crime  of  tiieft  by  fraud  stemming  from  tiiefts 
tiiot  occurred  between  1989  and  1992. 

According  to  a  criminal  complaint,  tiie  two 
were  in  positions  at  eacti  sctiool  to  approve 
bogus  invoices  for  equipment  or  services  and 
tiave  ttie  sctiools  pay  tiie  money  to  five  personal 
bonk  accounts  under  various  aliases  and 
companies. 

Lisa  Ctiaffey  issued  about  $14,239  in 
fraudulent  invoices  wtiile  stie  worited  for  Cisco 
Union  between  January  1989  and  January  1992. 
according  to  ttie  complaint.  A  maintenance 
supervisor  said  tiie  university  did  not  receive 
any  of  ttie  items  ctiarged  on  numerous  invoices 
issued  by  tier. 

Police  said  Will  Ctiaffey  auttiorized  about 
$7,795  in  false  billings  wtiile  at  CATC  in  ttie 
summer  of  1991.  An  accounting  supervisor  witti 
CATC  said  ttie  sctiool  did  not  receive  any  of  ttie 
Hems  ordered  by  him. 

Each  faces  a  maximum  of  20  years  in  prison 
a  ,d  $2.0.000  in  fines  If  convicted  of  the  crimes. 
A  preliminary  hearing  is  set  for  Aug.  5. 
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DOUBLE  TROUBLE  CASE 
Evidence 


70- 1 1 1 

NBD  Bank  Evanston,  N.A.  525822 
Evanston,  Illinois  60204  MATCH  THE  AMOUNT  IN  WORDS  WITH  THE  AMOUNT  IN  NUMBERS 


§.'H:.?.?5S?R.?;NP.Y..^yA'^ij5?..iJ.".§?.  

PAY  TO  THE 

ORDER  OF  CISCO  MEMORIAL  UNION 


MONEY    ORDER        void  over  $543.00  address: 

Notice  To  Customers:  Purchase  of  an  Ideminity  Bond  for 

twice  the  amount  of  this  check  will  be  required  before  this  MEIVIO  

check  can  be  replaced  in  the  event  it  is  lost  or  stolen.   


00  gifS543"» 

 APR  11  1992  ■  FIVE  HUNDRED  FORTY  THREE  DOLLARS  AND  00  CENTS 

$543  .00 


PURCHASER:  Fairmont  Co. 


BANK  MONEY  ORDER 
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Always  show  your  P.O.  Box  No.  and  ZIP  Code  in  your  return  address 


Received  Post  Office  Box/Caller  Service  Fees 
From'  (Name  of  Customer) 

jayne  'Jairmont 

Amount 

,  17.00 

See  Rules  tot  use  of  Post  Office  Box  and  Caller  Service  on  Form  1093  Application  (or  Post  Office 
Box  or  Caller  Service  (May  1976  or  laler  editions 

(Dating  Stamp) 

S      FEB  ^\ 
ui(        15  ]eo 
l^V  1991 

Box  Number 
331 

BFor  one  semiannual  payment  penod 

dFor  Annual  payment  period 

n  Reserved  Number  Fee 
Ending  (Date)  7/31/91 

Postmaster  By 

IVBrou/n 

PS  Form  RECEIPT  FOR  POST  OFFICE  BOX/CALLER  SERVICE  FEES 

F»o  I9i4        1538  ♦US  Govxnmanl  Pnnlrg  one*  1M7  1967— UM95  Orlglr* 


POST  OFFICE  BOX  RENTAL  RECEIPT 
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f^l  ICTAIICDC'C  DCrCIDT  DO  not  send  this  receipt  for  payment 
\/Uo  1  UMCnO  Q  nCUCIr  1        keep  it  for  your  records 

SE01Q5          53?OOl  ••l,S«00 

SERIAL  NUMBER 

YEAR  MOMTH  DAY 

POSTOFFICe                             U.S.  DOLLARS  AND  C»(TS 

illMiliiii 

i 

coo  HO.  OH 
USED  FOR 

-mtncMXItytiwgutrMMlbramlundalyaurnwMyonlvlfltl*  VMat                          ArinqukyPMtn»401  in«|ft»1IW««n»«™ior«tM.  A 
iteltirpi^(l«dyoulil  >i  tmPvTowa  ftuii  lifciiiiwlon  on  t»  immty  orttr  i«pl«o«TWit«i(lnolb»lMuMi»illl»d^BtlKtti»ii»r»ror*ir 
>ith«ip«CM|«»»*l»«l.  ltocl*«fcflnipiopifp«»iii»flp«ml»tdgywiWti'  purli«.d««»,pfoAJ«llh«moi»yorltrh«nott>«n|)rt). 
[MynMnL  HyourmmyontwitMorMDiHvimMrtMtnMtptindltoaclalin 
tor  •  nhiml  •!  your  Pom  Offin. 

POSTAL  MONEY  ORDER  RECEIPT 
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DOUBLE  TROUBLE  CASE 
Case  Synopsis 


CASE  INITIATION: 

On  April  2,  1992,  the  Internal  Audit  staff  at  the  University  of  Wisconsin  was  provided 
a  $543  invoice  from  "Fairmont  Company"  for  cleaning  supplies.  The  invoice  had 
been  paid.  The  referral  to  Internal  Audit  resulted  from  a  spot-check  by  an  "Accounts 
Payable"  supervisor  who  discovered' that  the  merchandise  had  not  been  received  by 
the  University. 

An  auditor  attempted  to  contact  the  "Fairmont  Company"  at  the  telephone  number 
on  the  invoice,  during  normal  business  hours.  After  several  contacts  during  which 
no  one  at  the  "Fairmont"  telephone  number  was  able  to  assist  the  auditor  with  any 
information,  the  Internal  Audit  Staff  "froze"  any  further  payments  to  the  "Fairmont 
Company." 

On  April  15,  1992,  Internal  Audit  received  from  Accounts  Payable  the  $543  Bank 
Money  Order  payable  to  the  Cisco  Union.  The  Money  Order  was  received  on 
4/13/92  by  the  Accounts  Payable  section  with  a  hand  written  note  explaining  that  the 
"Fairmont  Company"  was  refunding  $543  due  to  a  clerical  error  that  led  to  a  double 
billing  of  the  University  by  Fairmont.  The  Internal  Audit  Staff  began  a  systematic 
search  for  any  other  "Fairmont"  invoices  paid  by  the  University,  and  referred  the 
supposed  double  billing  fraud  to  the  University  Police  Financial  Crimes  Unit. 


PROCESS  OF  INVESTIGATION  BY  INVESTIGATOR: 

1 .  The  case  detective  called  the  "Fairmont  Company"  telephone  number.  After  a 
brief  period  of  "verbal  gymnastics"  the  detective  learned  that  the  telephone 
number  was  not  "Fairmont  Company"  but  was  an  answering  service  (Quick 
Network)  paid  to  answer  as  "Fairmont  Company"  and  to  take  and  deliver 
messages. 

2.  The  owner  of  Quick  Network  gave  the  detective  the  name  and  address  of  the 
person  who  paid  for  the  "Fairmont  Company"  answering  service. 

Jayne  Fairmont 
P.O.  Box  331 
Glen  Park,  Illinois 

3.  A  postal  office  employee  at  the  downtown  Glen  Park,  Illinois,  Post  Office 
confirmed  that  P.O.  Box  331  was  rented  on  02/14/89  by  a  person  who  identified 
herself  as  Jayne  Fairmont. 
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4.  A  postal  inspector  obtained  physical  descriptions  of  the  female  who  signed  the 
Answer  Network  service  contract  and  the  female  who  rented  Post  Office  Box 
331 .  The  descriptions  were  essentially  identical.  The  postal  clerk  who  dealt 
with  Jayne  Fairmont  recalled  she  had  been  driving  an  older,  white  Oldsmobile 
with  Wisconsin  license  plates  when  she  rented  the  P.O.  Box  in  February  of 

1 989.  The  postal  clerk  checked  her  rental  records  and  advised  that  the  same 
female  again  renewed  the  rental  of  P.O.  Box  331  on  2/1 5/91  and  was  driving  a 
new  red  "mini-van"  with  Wisconsin  license  plates. 

5.  A  Glen  Park  Police  detective  examined  the  past  three  years'  telephone 
directories  and  City  Directories  for  both  Glen  Park  and  Evanston,  Illinois.  The 
detective  advised  there  were  no  listings  for  telephone  service  or  any  physical 
locations  in  those  directories  for  either  the  "Fairmont  Company"  or  "Jayne 
Fairmont."  The  detective  learned  there  had  been  no  utilities  subscribed  to  by 
either  "Fairmont  Company"  or  "Jayne  Fairmont"  during  the  same  three  years. 

6.  The  University's  Internal  Audit  staff  advised  the  university  police  detectives  that 
the  review  of  the  file  of  Fairmont  Co.  invoices  disclosed  that  all  of  those 
invoices  had  been  "approved  for  payment  -  merchandise  received"  by  Lisa 
Chaffey  during  the  period  from  March  of  1989  through  January  of  1992,  when 
Mrs.  Chaffey  resigned. 

7.  The  university  detective  faxed  a  copy  of  Mrs.  Chaffey's  ID  card  photo  to  the 
Glen  Park  detective.  Both  the  owner  of  the  "Quick  Network"  and  the  postal 
clerk  identified  the  photo  of  Mrs.  Chaffey  as  the  person  each  had  dealt  with  as 
"Jayne  Fairmont." 

8.  The  university  detective  obtained  and  examined  the  trash  from  the  Chaffey's 
residence  and  found,  among  other  items,  "Jackson  Chemicals"  invoices.  Those 
invoices  were  for  cleaning  supplies  that  were  supposedly  sold  to  Clark  Area 
Technical  College  (CATC)  by  "Jackson  Chemicals."  P.O.  Box  331 .  Gler:  Park, 
IL.  A  discrete  contact  with  the  Accounts  Payable  supervisor  at  CATC  disclosed 
that  all  of  the  paid  invoices  from  "Jackson  Chemicals"  were  approved  for 
payment  by  the  school's  Physical  Plant  Director,  Will  Chaffey. 

9.  Wisconsin  Department  of  Transportation  records  disclosed  that  the  Chaffeys 
traded-in  their  1986  Oldsmobile  on  a  $22,000  Pontiac  mini-van  in  September  of 
1990.  The  mini-van  was  observed  in  the  Chaffey's  driveway  by  the  university 
police  detective  who  noted  that  it  was  red  in  color. 
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CASE  CONCLUSION: 

Based  on  the  information  that  was  learned  through  the  financial  (and  other) 
Investigative  steps  taken,  the  university  detective  obtained  and  executed,  with  city 
police,  a  search  warrant  for  financial  records  and  documents  related  to  the  "Fairmont 
Company"  and  "Jackson  Chemicals"  frauds  perpetrated  by  Mr.  and  Mrs.  Chaffey. 
The  entire  contents  of  two  filing  cabinets  located  at  the  Chaffey  residence  were 
seized  during  the  execution  of  the  warrant.  Since  one  cabinet  was  labeled 
"Fairmont"  and  the  other  "Jackson,"  the  cabinets  were  also  seized.  The  University 
Police  detective  stated  later  that  the  Chaffeys  were  "compulsive  record-keepers," 
who  kept  at  least  one  copy  of  every  piece  of  paper  (also  called  evidence)  that  they 
created  in  their  schemes.  The  detective  also  said  that  he  had  never  worked  a 
"paper  case"  before,  but  now  is  looking  forward  to  working  "lots  more." 
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NATIONAL  INSURANCE  CASE  STUDY 


The  following  newspaper  article  is  an  example  of  financial  fraud  involving  a  fictitious 
payable  scheme. 


State/metro 


Wisconsir^tat^omr^^ 


Executive  cnarged  in  fraud 


State  Journal  staff 

A  miiil  fraud  charged  was 
filed  Thursday  in  U.S.  District 
Court  against  a  former  National 
Insunince  Compjiny  vice 
president  who  Jillegedly  set  up 
a  fictitious  firm  that  billed  the 
insurance  compjiny  for  more 
thjin  $430,000  in  orders  the 
company  never  placed. 

Michael  Findlay,  41,  Mount 
Haven,  who  was  an  assistant 
vice  president  and  senior 
corporate  officer  at  the  Sun 
Prairic-based  company, 
allegedly  set  up  a  fictitious 
compiuiy  called  S.S.  Consulting 
and  used  it  to  bill  National 
Insurance  for  business  forms  it 
never  ordered  or  received. 

According  to  a  compkiint, 
Findlay  allegedly  used  his 
position  at  National  Insurance 
to  approve  billing  stiitements 
from  S.S.  Consulting  by  filling 
oui  a  cash  disbursement  form. 
That  caused  National's 
Insurmcc's  accounting 
depiutment  to 


mail  checks  in  payment  of  the 
fictitious  statements  to  a  post 
office  box  in  Middleton 
belonging  to  Findlay's  fictitious 
firm,  the  complaint  states. 

In  iill,  Findlay  collected 
$436,335  from  National 
Insurance  between  M;m:h  2, 
1987  and  May  1,  1991, 
according  to  the  complaint. 

At  National  Insunuice, 
Findlay  was  responsible  for 
several  areas  of  administration, 
including  mail  ;uid  supply, 
printing,  furniture  acquisition, 
fleet  acquisition  and 
maintaining  the  Sun  Prairie 
building  and  other  briuiches, 
the  complaint  states. 

Findlay  was  fired  on  May  6. 
The  case  was  investigated  by 
the  Sun  Prairie  Police 
Department  luid  the  U.S.  Postiil 
Service  Inspection  Unit. 

Findlay  is  scheduled  to 
appciir  in  federal  court  Sept. 
17. 
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PA  YMENT  SCHEME$ 


WHEN  REVIEWING: 

LOQKI^OR^rH^ESUSIMaOUS 

Accounting  Books  and  Records 

(Cash  Disbursement  Journals, 
Cash  Receipt  Journals,  Ledgers) 

•  Entries  in  CRJ  and  CDJ  that  do  not 
correlate  with  source  documents, 
ledgers  and/or  bank  information 

Bank  Account  Information 

(Check  Registers  and  Records  of 
Paynnents:  canceled  checks,  wire 
transfer  receipts,  receipts  for  purchases 
of  cashier's  checks,  nnoney  orders  and 
withdrawal  slips) 

•  Account  withdrawals  made  payable 
or  charged  to  account  on  which  the 
illicit  payments  are  suspected 

•  Payments  by  check  for  services 
rendered 

•  Atypical  charges 

Personnel  Employee  Records 

(Ennployment  Application,  Tax 
Withholding  Forms,  Social  Security 
Numbers) 

Payroll  Records 

(Time  and  Attendance  Sheets,  Payroll 
Checks) 

Employees  who  . . . 

•  Do  not  have  taxes  withheld  from 
paychecks 

•  Do  not  participate  in  company's 
health  insurance  program 

•  Have  unusual  reimbursements 
other  than  normal  salary  (i.e. 
"extra"  travel  and  expense 
reimbursements) 
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Wnciri  KsiViiiWlrRJl. 

I  OOiC  FOR  THIES£  SUSPICIOUS 

Sales  Documentation 

•  Notations  that  break  out  "extra"  or 

(Purchase  Orders,  Invoices) 

special  charges  which  require  no 

delivery  of  goods 

•  Discrepancies  between  purchase 

order  or  invoice  amount 

•  Unusually  large  amounts  that  break 

pattern 

•  Unnumbered  or  sequentially 

unusual  invoices 

•  Alterations  or  photocopies  of 

backup  documentation 

•  No  backup  documentation  available 

•  Discrepancies  between  payment 

and  backup  documentation 

•  Coincidences  in  backup 

documentation 

Canceled  Checks 

Individual  making  endorsement  on 
business  check 

Third  party  checks 

Payable  to  business  but  "cashed 
out" 
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MARY  Am  JOHN  CROOK 
mBSmATtON 
EXERCISE  *  PART  m 


SCENARIO 

Mary  and  John  Crook,  alleged  drug  dealers,  are  being  investigated  by  your 
Investigation  unit.  You  have  been  assigned  the  investigation.  Thus  far  in  the 
investigation,  the  following  has  been  noted: 

•  Their  business,  Crook's  Seafood  Restaurant,  has  been  doing  extremely  well 
over  the  past  three  years. 

•  Review  of  police  records  did  not  produce  anything  noteworthy. 

•  The  cars  and  jewelry  that  the  Crooks  received  in  1991  appear  to  be  legitimate 
gifts  to  the  Crooks  from  John's  mother. 

So  far  in  the  investigation,  the  Crooks  have  been  very  cooperative-almost  too 
cooperative.  Something,  just  doesn't  seem  right  to  you.  You  set  out  to  make  one 
more  attempt  to  see  what  you  can  find. 
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PART  I:  SURVEILLANCE 

The  first  thing  you  decide  to  do  is  to  "hang  out"  near  the  Crook's  restaurant  to  see  if 
you  can  get  any  clues  to  what  is  going  on.  You  found  out  the  restaurant  is  open 
nights  from  5:30-10:30  Monday  through  Thursday  and  5:30-12:00  on  Friday  and 
Saturday.  The  restaurant  is  closed  during  the  day  and  on  Sundays.  You  decide  to  do 
your  surveillance  work  the  week  of  March  21-27,  1993.  This  is  what  you  noted: 

Monday  through  Wednesday  was  very  slow.  Only  a  handful  of  people  went  to  the 
establishment  each  of  those  nights.  However,  you  did  notice  that  several  times 
people  entered  the  restaurant  only  to  exit  it  about  five  minutes  later.  You 
observed  that  none  of  them  were  carrying  anything  out  with  them. 


From  the  observations,  what  information  might  be  important  to  you? 


PART  II:  INTERVIEW 

The  next  thing  you  decide  to  do  is  to  talk  to  one  of  Crook's  employees  to  see  if  you 
can  learn  any  more  about  the  situation.  You  got  the  name  of  the  employees  from  a 
knowledgeable  source. 

Sue  works  as  a  waitress  for  the  Crooks.  This  is  what  Sue  had  to  say: 

I'm  really  getting  tired  of  the  job.  The  tips  are  lousy  and  I  can't  stand  to  just  stand 
around  and  do  nothing.  It's  really  bad  if  you  have  to  work  Monday,  Tuesday  or 
Wednesday  nights.  Mr.  Crook  is  an  "okay  kind  of  guy"  to  work  for,  but  he  is  hardly 
there.  When  he  is  there,  he  has  all  these  people  that  "pop  in"  to  see  him.  On  the 
other  hand,  Mary  Crook  is  a  "real  bear"  to  work  for.  She  practically  runs  the  place. 
Maybe  she  is  so  difficult  to  deal  with  because  she  has  a  lot  on  her  shoulders.  They 
don't  employ  many  people  to  help  run  the  place-besides  herself,  there  is  Patsy  and 
Tina  who  wait  on  tables  and  Joe,  the  cook.    Mary  fills  in  for  Joe  and  does  the 
cooking  on  the  nights  he  has  off.  Besides  doing  the  cooking,  she  sometimes  has  to 
wait  on  tables  if  one  of  us  gets  sick.  I  guess  she  spends  her  days  ordering  all  the 
supplies  and  keeping  up  with  the  records.  I  know  she  does  all  the  recordkeeping.  She 
signs  all  the  checks. 

From  the  interview,  what  information  would  be  important  to  you?   What  from  this 
interview,  might  give  you  clues  to  look  for  when  reviewing  business  and  bank  records? 
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PART  III:      BUSINESS  RECORDS 

The  next  thing  you  decide  to  do  is  to  go  back  to  the  Crook's  business.  Since  the 
Crooks  have  been  cooperative  thus  far,  you  hope  to  stretch  your  luck  a  little  more  and 
see  if  you  can  review  some  more  of  their  records.  When  you  asked  the  Crooks  to 
review  their  business  personnel  and  accounting  records,  you  noted  a  slight  nervous 
glance  from  Mary  towards  John;  maybe  you  were  on  to  something. 


From  the  documents  provided,  see  what  might  be  important  for  you  to  pursue  in  your 
search  to  find  a  specific  item  of  financial  fraud.  What  other  documents  might  you  ask 
to  see  to  help  with  this  investigation? 


CASH  RECEIPTS  JOURNAL 

DATE 

RECEIVED  FROM 

FOLIO  # 

DEBIT 

CREDIT 

1993 

3/1 

Cash 
Sales 

Record  customer  receipts 

11 
31 

2,500.00 

2,500.00 

3/4 

Cash 
Sales 

Record  customer  receipts 

11 
31 

4,500.00 

4,500.00 

3/7 

Cash 
Sales 

Records  customer  receipts 

11 
31 

500.00 

500.00 

3/12 

Cash 
Sales 

Records  customer  receipts 

11 
31 

1000.00 

1000.00 

3/16 

Cash 
Sales 

Records  customer  receipts 

11 
31 

1280.00 

1280.00 

3/24 

Cash 
Sales 

Records  customer  receipts 

11 
31 

800.00 

800.00 

3/31 

Cash 
Sales 

Records  customer  receipts 

11 
31 

2,500.00 

2,500.00 
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CASH  DISBURSEMENTS  JOURNAL 

DATE 
1993 

PAID  TO 

L.F. 

DEBIT 

CREDIT 

3/1 

Rent  Expense 
Cash  (CK  #275) 

Ppilri  to  R  Rp;^lt\/ 

61 
11 

500 

500 

3/5 

Telephone  Expense 
Cash  (CK  #276) 
Paid  telephone  bill  for  Febaiary 

62 
11 

75 

75 

3/5 

Supplies 

Cash  (CK  #277) 
Paid  to  Linen  Warehouse 

41 
11 

575 

575 

3/6 

Miscellaneous  Expense 

Cash  (CK  #278) 
Paid  to  J.  Reynold's  Marketing 

46 
11 

9000 

9000 

3/15 

Salaries 
Cash 
(CK  #279,  280, 
281,282,283,284) 
Bi-monthly  payroll 

43 
11 

2480 

2480 

3/20 

Supplies 

Cash  (CK  #285) 
Paid  to  Fair  Market  Wholesale 
Foods 

41 
11 

1245 

1245 

3/31 

Salaries 

Cash  (CK  #286,287 
288,289,290,291) 
Bi-monthly  payroll 

43 
11 

2629 

2629 

PART  IV:  BANK  RECORDS 

Without  letting  the  Crooks  know  what  you  found,  you  went  to  the  bank  where  the 
Crooks  do  their  business  banking.  You  were  able  to  review  the  following  bank  record. 

What  information  in  the  records  would  be  important  to  you  and  how  might  the 
information  be  used  to  locate  a  specific  item  of  proof  in  the  investigation? 
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HOME  SAVINGS  BANK 
2330  BAYSIDE  ROAD 
SEASIDE,  MD  34571 


CROOKS  SEAFOOD  RESTAURANT 
2435  DUNE  ST. 
SEASIDE,  MD  34571 


Statement  of  Account 

00-43  8383 

LAST  STATEMENT  DATE 
THIS  STATEMENT  DATE 

DIRECT  INQUIRIES  TO: 
414-357-2440 
HOME  SAVINGS  BANK 
2330  BAYSIDE  ROAD 
SEASIDE,  MD  34571 


PAGE1 

03-  04-93 

04-  02-93 


DATE 

DEPOSITS 

CHECKS/CHGS 

CHECKING  ACCOUNT    00-43  8383 

03-04 

500.00 

CHECK  275 

03-08 

75.00 

CHECK  276 

03-10 

9,000.00 

CHECK  278 

03-17 

610.29 

CHECK  279 

03-17 

620.57 

CHECK  280 

03-18 

618.98 

UrlcUK  282 

03-19 

621.18 

^Ljc^iy  ooo 

CHECK  283 

03-21 

1245.00 

CHECK  285 

628.72 

CHECK  286 

04-1 

611.29 

CHECK  287 

04-2 

609.11 

CHECK  289 

04-2 

611.52 

CHECK  290 

03-04 

4500.00 

CASH  DEPOSIT 

03-07 

1500.00 

CASH  DEPOSIT 

03-08 

500.00 

#TIME  CASH  WITHDRAWAL 

03-12 

1000.00 

CASH  DEPOSIT 

03-16 

1280.00 

CASH  DEPOSIT 

03-18 

500.00 

#TIME  CASH  WITHDRAWAL 

03-24 

1600.00 

CASH  DEPOSIT 

03-28 

500.00 

#TIME  CASH  WITHDRAWAL 

03-31 

2500.00 

CASH  DEPOSIT 
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CHAPTBB 
INTRODUCTION 


CHAPTER  SUMMARY 

Oftentimes  the  financial  investigator  cannot  find  a  specific  item  to  prove  the  suspect  has 
participated  in  some  form  of  financial  wrongdoing.  The  investigator  must  then  resort  to 
other  ways  of  proving  financial  fraud-indirect  methods  of  proof. 

CHAPTER  OBJECTIVES 

•  Differentiate  between  direct  proof  and  indirect  proof. 

•  Describe  what  types  of  information  are  gathered  through  the  completion  of 
a  financial  profile. 

•  State  when  it  is  appropriate  to  use  an  indirect  method  of  proof. 

•  State  the  requirements  of  proof  for  each  indirect  method  of  proof. 

•  Write  the  formula  for  each  indirect  method  of  proof. 

•  Perform  net  worth  analysis. 

•  Perform  expenditures  analysis. 

•  Perform  bank  deposit  analysis. 
CHAPTER  WORKBOOK  CONTENTS 


Net  Worth  Analysis  Proce<ltiresA(Voi1<$heet 
Personal  Net  Worth  Aflaly^$  Exercise 
Expenditures  Analysis  Proce<lufasWoH<sheei 
Bank  Deposit  Analysis  Procedures/Worksheet 
Selecting  the  Indirect  Method  of  Proof 
Mary  and  John  Crook  Investigation  Exercise  *  Part  IV 
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NET  WOBW  AmLYSiS 

pnooBmrnsmoBHSHEBT 


STEP  1        DETERMINE  FINANCIAL  PROFILES  FOR  BASE  YEAR  AND  YEARS 
UNDER  INVESTIGATION* 

•Note:  The  form  is  designed  to  show  figures  for  a  base  year  and  two  years  of 
investigation.  If  more  years  are  involved,  additional  columns  would  be  needed. 

Record  each  asset  and  liability  and  the  total  amount  of  each  in  the 
appropriate  spaces. 

ASSETS  BASE         YEAR  1       YEAR  2 

YEAR 


Total  Assets 

LIABILITIES 


Total  Liabilities 

Typical  assets 


Typical  liabilities 


Residence 
Real  estate 
Bank  accounts 
Stocks  and  bonds 
Automobiles 
Insurance 
Cash  on  hand 
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Clothing 

Collectibles 

Pensions 

Home  furnishings 

Boats 
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Mortgage(s) 
Other  loans 
Lines  of  credit 

Credit  cards  Installment  purchases 
Accounts  payable 
Taxes  and  other  bills 
Alimony  and  child  support 
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STEP  2        CALCULATE  NET  WORTH  FOR  EACH  YEAR 


BASE 
YEAR 

YEAR  1 

YEAR  2 

Total  Assets  (STEP  1) 

Minus: 

Total  Liabilities  (STEP  1) 

Equals: 

Net  Worth 

STEP  3        CALCULATE  INCREASE  IN  NET  WORTH 

(FROM  BASE  YEAR  TO  YEAR  1  AND  YEAR  1  TO  YEAR  2*) 


Base  Year  to  Year  1 

YEAR  1 


Net  Worth  Year  1  (STEP  2) 

Minus: 

Base  Year  Net  Worth  (STEP  2) 

Equals: 

Increase  in  Net  Worth 

Year  1  to  Year  2 

YEAR  2 

Net  Worth  Year  2  (STEP  2) 

Minus: 

Year  1  Net  Worth  (STEP  2) 

Equals: 

Increase  in  Net  Worth 

*Note:  If  additional  years  were  being  investigated,  the  calculations  would  be  continued 
using  subsequent  year  figures. 
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STEP  4       CALCULATE  TOTAL  NET  WORTH  INCREASE 
(YEAR  1  AND  YEAR  2*) 


Typical  expenses 

Rent  and  mortgage 
Health  costs 
Interest  on  loans 
Credit  cards 
Car  payments 


Clothing 

Utilities 

Food 

Insurance 

Travel 


Known  Expenses 

Year  1 

Known  Expenses 

Year  2 

TOTAL  KNOWN 
EXPENSES 

TOTAL  KNOWN 
EXPENSES 

Year  1 

YEAR  1 


Increase  in  Net  Worth  Year  1 
(STEP  3) 

Minus: 

Total  Known  Expenses  Year  1 

Equals: 

Total  Net  Worth  Increase 

Year  2 

YEAR  2 

Increase  in  Net  Worth  Year  2 
(STEP  3) 

Minus: 

Known  Expenses  Year  2 

Equals: 

Total  Net  Worth  Increase 

*Note:  If  additional  years  were  being  investigated,  the  calculations  would  be  continued 
using  subsequent  year  figures. 
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STEP  5        CALCULATE  FUNDS  FROM  UNKNOWN  SOURCES 
Typical  funds  sources 

Salary 
Gifts 

Rental  income 
Dividends 
Interest 
Sale  of  assets 


Known  Sources  of  Funds 

Year  1 

Known  Sources  of  Funds 

Year  2 

TOTAL  KNOWN 
FUND  SOURCES 

TOTAL  KNOWN 
FUND  SOURCES 

Insurance  proceeds 
Commissions  and  fees 
Awards 
Inheritances 
Disability  payments 


Year  1 

YEAR  1 


Total  Net  Worth  Increase  Year  1 
(STEP  4) 

Minus: 

Total  Known  Sources  of  Funds  Year  1 

Equals: 

Funds  from  Unknown  Sources 

Year  2 

YEAR  2 

Total  Net  Worth  Increase  Year  2 
(STEP  4) 

Minus: 

Total  Known  Sources  of  Funds  Year  2 

Equals: 

Funds  from  Unknown  Sources 

"Note:  If  additional  years  were  being  investigated,  the  calculations  would  be  continued 
using  subsequent  year  figures. 


NOTE:  These  procedures  employ  a  single-step  format  of  working  the  formula  versus  the 
multi-step  format  presented  In  the  textbook. 
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PERSONAL  mt  WORTH 
ANALVmS  EXERCmE 


BACKGROUND: 

This  exercise  is  a  completion  of  the  exercise  started  in  Chapter  1 .  In  this  exercise, 
you  will  be  computing  your  current  net  worth  and  determining  if  you  have  had  an 
increase  or  decrease  in  your  net  worth  since  the  beginning  of  the  course.  You  will 
be  using  the  net  worth  analysis  method. 


DIRECTIONS: 


STEP  1 .      Go  to  the  Net  Worth  Exercise  located  in  Chapter  1  of  this  workbook. 

Locate  WORKSHEET  A.  Complete  Column  II.  of  the  worksheet  to 
determine  your  current  net  worth. 

STEP  2.       Compute  the  total  amount  of  your  expenditures  from  LIST  A. 

STEP  3.       Compute  the  total  amount  of  your  income  from  LIST  B. 

STEP  4.      Calculate  any  increase  or  decrease  in  your  net  worth  by  following  the 
formula  listed  on  WORKSHEET  B. 
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EXPBmmnBB  ANALvsm 

PBOCBOUmsmOBKSHBBT 


STEP  1        DETERMINE  TOTAL  EXPENDITURES  AND  KNOWN  SOURCES  OF 
FUNDS  FOR  EACH  YEAR* 

Classify  transaction  (asset  or  liability)  as  an  expenditure  or  a  source  of 
funds. 


Expenditure 
(Application  of  Funds) 

When  cash-on-hand  increases 

When  bank  accounts  increase 

When  assets  increase 

When  liabilities  decrease 

When  personal  living  expenses 
are  made 

When  cash  expenditures  are 
made 


Source 
(Source  of  Funds) 

When  cash-on-hand  decreases 

When  bank  accounts  decrease 

When  assets  decrease 

When  liabilities  increase 

When  assets  are  sold 

When  loans,  gifts,  or 
inheritances  are  received 

When  salaries  or  business 
profits  are  earned 

When  other  sources  of  income 
are  known 
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Record  each  expenditure  and  known  sources  of  funds  and  the  total  amount 
of  each  in  the  appropriate  spaces. 

•Note:  The  form  is  designed  to  show  figures  for  two  years  of  investigation.  If  more  years 
are  involved,  additional  columns  would  be  needed. 

EXPENDITURES  YEAR  1       YEAR  2 


Total  Expenditures 

KNOWN  SOURCES  OF  FUNDS 


Total  Known  Sources  of  Funds 

STEP  2       CALCULATE  FUNDS  FROM  UNKNOWN  SOURCES 
(YEAR  1  and  YEAR  2) 


YEAR  1 

YEAR  2 

Total  Expenditures  (STEP  1) 

Minus: 

Total  Known  Sources  of  Funds 
for  each  year  (STEP  1) 

Equals: 

Funds  from  Unknown  Sources 

NOTE:  These  procedures  employ  a  single-step  format  of  working  the  formula  versus  the 
multi-step  format  presented  In  the  textbook. 
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NOTE:  If  more  than  one  year  is  being  evaluated,  the  procedures  would  be  repeated  for 
each  year  under  investigation. 


STEP  1        CALCULATE  NET  DEPOSITS  TO  ALL  ACCOUNTS 


Amount 

Total  Deposits  to  All  Accounts 

Minus:        Transfer  and  Redeposits 

Equals:        Net  Deposits  to  All  Accounts 

STEP  2       CALCULATE  NET  BANK  DISBURSEMENTS 


Amount 

Net  Deposits  to  All  Accounts 
(STEP  1) 

Plus: 

Beginning  Balances 

Equals: 

Net  Bank  Funds  Available 

Minus: 

Ending  Balances 

Equals: 

Net  Bank  Disbursements 

FINANCIAL  INVESTIGATIONS 


8-9 


1128 

Chapter  8.  Tracing  Funds  Using  Indirect  Methods  ot  Proof 


Student  Workbook 


STEP  3       CALCULATE  CASH  EXPENDITURES 

Examples  of  Outlay  of  Funds:     Purchases  of  capital  assets  or 

investments,  loan  repayments,  known 
expenses 


Outlays 

Amount 

TOTAL  OUTLAYS 

Amount 

Total  Outlay  of  Funds 

Minus:        Net  Bank  Disbursements 
(STEP  2) 

Equals:       Cash  Expenditures 

STEP  4       CALCULATE  TOTAL  RECEIPTS  FROM  ALL  SOURCES 


Amount 

Net  Deposits  to  All  Accounts 
(STEP  1) 

Plus:          Cash  Expenditures 
(STEP  3) 

Equals:       Total  Receipts  from  All  Sources 
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STEP  5        CALCULATE  FUNDS  FROM  UNKNOWN  SOURCES 
Examples  of  Known  Sources: 


Salaries,  business  profits,  gifts 
received,  loans  received  and 
inheritances. 


Known  Sources 

Amount 

TOTAL  KNOWN 
SOURCES 

Amount 

Total  Receipts  from  All  Sources 
(STEP  4) 

Minus:         Funds  from  Known  Sources 

Equals:       Funds  from  Unknown  Sources 

NOTE:        These  procedures  employ  a  single-step  format  of  working  the 
formula  versus  the  multi-step  format  presented  in  the  textbook. 
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IF  ANY  OF  THESE  CONDITIONS  APPLY  TO 
THE  BOOKS  AND  RECORDS  UNDER 
REVIEW 

AND  THIS  IS  NOTED: 

THEN  USE; 

Non-existent 
Unavailable 
Inadequate 
Withheld 

Significant  changes  in 
both  ASSETS  and 
LIABILITIES  have 
occurred 

Net  Worth  Method 

Significant  changes  in 
expenditures  have 
occurred  or  extravagant 
expenditures  have  been 
made 

Expenditures  Method 

Unavailable 
Inadequate 
Withheld 

Periodic  deposits 
which  appear  as  a 
known  source  of 
income 

AND 

deposits  are  not  from 
non-taxable  "known" 
sources 

Bank  Deposit  Method 

Appear  as  being  complete 
Available 
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MAftYAm  JOHN  CnOOK 
iNVESTiOATION 
EXERaSE  *  PART  tV 


SCENARIO: 

The  investigation  of  Mary  and  John  Crook  continues.  Even  though,  as  the  investigator 
assigned  to  the  case,  you  came  up  with  a  specific  item  of  proof  indicating  the  Crooks 
did  commit  financial  fraud,  it's  not  enough.  You  now  must  resort  to  using  an  indirect 
method  of  proof  to  show  the  extent  of  fraud  being  employed  by  your  criminals. 

Even  though  all  of  the  business  records  provided  to  you  look  "legit"  and  you  know  that 
regular  deposits  are  being  made  into  the  Crooks'  business  account,  you  decide  to  do 
a  bank  deposit  analysis  to  see  if  you  can  compute  their  funds  from  unknown  sources 
for  the  year  1992. 


DIRECTIONS: 

Using  the  facts  here  and  the  formula  and  procedures  provided  in  the  textbook  and  this 
workbook,  perform  the  Bank  Deposit  Analysis.  You  may  use  the  singie-step  or  the 
multi-step  format. 

FACTS 


a.  The  Crooks  have  a  checking  account  which  they  opened  on  June  1 , 

1991.  Their  balance  as  of  December  31,  1991  was  $4,000.  During 

1992,  the  Crooks  made  total  currency  deposits  of  $70,000  and 
disbursements  of  $65,000.  Their  balance  as  of  December  31 ,  1992  was 
$9,000. 

b.  A  search  of  your  county  real  estate  records  shows  that  the  Crooks 
purchased  their  present  home  in  1991  for  $150,000  and  that  they 
obtained  a  $50,000  mortgage.  Real  estate  taxes  on  the  property 
amounted  to  $1,200  for  the  year  1992.  Contact  with  the  lending 
institution  shows  that  the  Crooks  made  monthly  payments  of  $1 ,000  to 
the  lending  institution  during  the  subject  years. 
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c.  City  records  indicate  that  the  Crooks  purchased  a  lot  for  $50,000.  They 
made  a  $25,000  cash  downpayment  and  received  a  loan  of  $25,000  for 
the  remaining  amount.  Monthly  payments  are  $350. 

d.  Information  obtained  from  a  local  dealership  shows  that  the  Crooks 
purchased  a  recreational  vehicle  on  June  4,  1992  for  $36,000  in 
currency. 

e.  Records  from  a  local  travel  agency  disclosed  that  the  Crooks  took  a 
vacation  to  Europe  during  1993.  It  cost  $15,000. 

f.  Your  review  of  the  books  and  records  from  the  restaurant  shows  a  net 
profit  of  $48,000  for  1992. 

g.  From  an  interview  with  the  Crooks,  they  said  their  cash  on  hand  was 
$1 ,000. 

h.  The  Crooks  received  a  cash  gift  of  $10,000  from  Mr.  Crooks'  mother  for 
Christmas  in  1992. 


COMPUTATION 
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CHAPTER  SUMMARY 

Getting  the  right  information  from  someone  is  not  always  easy.  One  of  the  most 
important  skills  of  an  investigator  is  the  ability  to  get  people  to  open  up  and  talk  to  them. 

This  chapter  focuses  on  interviewing  techniques  the  financial  investigator  can  use. 


CHAPTER  OBJECTIVES 

•  State  the  purpose  of  a  financial  interview. 

•  List  the  objectives  of  a  financial  interview. 

•  Describe  the  elements  that  must  be  considered  when  planning  an  interview. 

•  Describe  techniques  used  when  conducting  an  interview. 

•  Identify  and  describe  methods  used  to  record  an  interview. 

CHAPTER  WORKBOOK  CONTENTS 

Interviewing  Aids 
Special  Agent  interview 
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Interviewing  requires  a  great  deal  of  skill.  Knowing  how  to  prepare  for  the  interview,  what 
to  do  during  the  interview  and  how  to  record  the  results  are  vital  in  conducting  a 
successful  interview. 


To  help  with  performing  an  interview,  the  following  aids  have  been  prepared.  They  follow 
on  the  next  pages. 

•  Interview  Preparation  Checklist 

•  Subject  Interview  Outline 

•  Summons  Format 

•  Subpoena  Format 

•  Interview  Memorandum  Format 

•  Question  and  Answer  Statement  Format 

•  Affidavit  Format 

•  Form  Letter  Format 
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INTERVIEW  PREPARATION  CHECKLIST 


WHAT  IS  THE  SITUATION  PRIOR  TO  THE  INTERVIEW7 


CHECK  WHAT  APPLIES  (✓) 

□  Crime  alleged  or  committed  but  no 
fact(s)  established 

Complainant  or  victim  identified 
(Individual,  business  or  governmental 
entity) 

□  Other 


Records  or  documents  reflecting  financial 
transactions  related  to  suspected 
criminal  activity  have  surfaced. 

Rumors,  innuendo,  or  factual  information 
pointing  to  a  specific  suspect  have 
emerged. 


WHO  SHOULD  BE  INTERVIEWED? 

WHAT  ORDER  SHOULD  THEY  BE  INTERVIEWED? 

WHAT  TYPE  OF  WITNESS(ES)  ARE  THEY? 


People  who  have  documents  or  knowledge  Order  to  be 

pertaining  to  financial  transactions  interviewed  Type  of  Witness(es)) 


Name 

Rank  Order 
(1.2,  etc.) 

Neutral 
(✓) 

Friendly 
(✓) 

Reluctant 
or 

hostile* 
(✓) 

'May  need  summons  or  subpoena 
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SUBJECT  INTERVIEW  OUTLINE 

(Series  of  questions  that  may  need  to  be  asked  of  subject  being  interviewed,  interviewer 
must  select  applicable  items  only.) 

DATE  TIME  

PERSON  INTERVIEWED  LOCATION  

PERSONS  PRESENT  


REGARDING  

HOME 

FULL  NAME  .   TELEPHONE 

CURRENT  ADDRESS  

SINCE   

PREVIOUS  ADDRESS  

SOCIAL  SECURITY  NUMBER 
PLACE  &  DATE  OF  BIRTH  _ 

MARITAL  STATUS   

Si>OUSES  NAME  

i^LACE  &  DATE  OF  BIRTH  _ 

SOCIAL  SECURITY  NUMBER  

CHILDREN'S  NAMES  DATE  &  PLACE 


DATE  & 
PLACE_ 
MAIDEN 
NAME 


OCCUPATION  &  EMPLOYER 
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MILITARY  SERVICE 


DATE  &  PLACE  OF  DLSCHARGE_ 
HEALTH 


HAVE  YOU  EVER  DECLARED  RANKRUl'TCY. 
WHERE  &  WHEN 


WHAT  IS  EXTENT  OF  YOUR  FORMAL  EDUCATION? 
ELEMENTARY   HIGH  SCHOOL 


COLLEGE 


NAME  DATE(S) 

NAME  DATE(Sl 
What  was  your  major  ficki  of  study'.'  


What  was  your  minor  field  of  study '.'_ 
GRADUATE  SCHOOL 


NAMES  DATE(S) 


What  was  your  major  ficki  of  stuily'?_ 


What  was  your  minor  field  of  study'?_ 


The  following  qucsiions  ;irc  to  be  considered  wiuiin  the  ENTIRE  United  States.  Canada.  Mexico  and  the  Caribbean  as  well  as 
outside  these  locations. 

R.ANKING  -  ALL  BANKS.  CREDIT  UNIONS  &  SAVINGS  &  LOAN  ASSOC. 

CHECKING  ACCOUNTS    Are  statemenls.  canceled  checks  &  deposit  slips  available'.'    yes   no  

Institution  Account  number 


SAVINGS  ACCOUNTS  -  Are  statements  available'.'    yes  no  

Institution  Account  number 


FINANCIAL  INVESTIGATIONS 


9-5 


1139 

Chapter  9:  Planning.  Conducting.  &  Recording  an  Interview 


Student  Workbook 

InsimitiDii  Account  nuinht:r 


RKOKEKAGE  ACCOUNTS  -  Arc  stuicnicnts  available?    yes  no  

Institiilion  Account  number 


MORTGAGES 

Insiitulion  Account  number 


LOANS 

Payment 

Insiitution  Date       Amount  Amount 


Have  you  loaiieil  any  money  to  any  |x;rs(ms/companies/corporations7 
Name  Date  Amount 
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Inslilulion 


Policy  Number 


Date  & 
AmounLs 
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Are  there  any  outstanding  loans  from  any  insurance  companies? 

Date  & 

Institution  Policy  Number  Amount  of  Loan. 


ANNUITIES.  PENSIONS  Or  OTHER  NON-TAXABLE  SOURCES  of  MONEY? 

Gifts,  inheritances,  VA  or  Social  Security  benefits,  ADC  and/or  unemployment,  to  name  a  few. 

Date  & 

Source  Policy  Number  Amounts 


Have  you  had  any  insurance  claims  and  settlements? 

Date  & 

Source  Policy  Number  Amounts 


FINANCIAL  INVESTIGATIONS 


1141 

9-7     Chapter  9:  Planning,  Conducting,  &  Recording  an  Interview 


Student  Workbook 

Have  you  cashed  in  ;my  insurance  policies? 

Date  & 

Source  Policy  Number  Amounts 


REAL  ESTATE 

Do  you  own  any  real  estate'.' 

Liicatum  Date  Acquired  Purchase  Price 


STOCKS.  MUTUAL  FUNDS.  BONDS  &  SAVINGS  BONDS 

Date  Purchase 
Name  Quantity  Purchased  Price 


AUTOMOBILES 

Make  &  Date  &  Place 

Model  VIN  Cost  Purchased 


BOATS.  AIRPLANES.  MOTORCYCLES.  TRAILERS  &  OTHER  VEHICLES 

Make  &  Date  &  Place 

Model  VIN  Cost  Purchased 
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OTHER  ASSETS 

Jeweliy,  furs,  electronic  devices,  etc.  that  cost  more  than  $1,000.00? 

Date 

Item  Purchased  Cost 


CREDIT  CARDS 

Institution  Account  number 


CASH  On  HAND 

Have  you  ever  kept  cash  on  hand  (cash  NOT  in  a  bank  -  cash  in  the  cookie  jai-.  stuffed  in  mattress,  buried  m  the  yard  or  cellm. 
etc..)  in  an  amount  exceeding  $1,000? 

yes   no  

How  much      When  Where  Who  else  know  or  saw ' 


How  much  cash  do  you  nonially  keep  on  hand?  $_ 

As  of  December  31,  19  ,  how  much  $  

As  of  December  31,  19  ,  how  much  $  
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Form  2039-A 
(Rev  Jan  1981) 


SUMMONS 

Department  of  the  Treasury 
Internal  Revenue  Service 


In  the  matter  of  the  tax  liability  of . 


Internal  Revenue  District  of  

The  Commissioner  of  Internal  Revenue 


Periods 


To_ 
At 


You  are  hereby  by  summoned  and  required  to  appear  before . 


an 


officer  of  the  Intemal  Revenue  Service  to  give  testimony  to  the  tax  liability  or  the  collection  of  the  tax  liability  of  the  person 
identified  above  for  the  periods  shown  and  to  bring  with  you  and  produce  for  examination  the  following  books,  records,  and 
other  data: 


Business  address  and  telephone  number  of  Intemal  Revenue  Service  officer  named  above: 


Place  and  time  for  appearance: 


at 


on  the 


day  of , 


Issued  under  authority  of  the  Internal  Revenue  Code  this 


jday  of . 


at 


o'clock 


M. 


_.  19 


Signature  of  Issuing  Officer 


Signaluto  of  Approving  Office.  M  applic^ib'el 
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United  States  District  Court 


DISTRICT  OF 


TO: 

SUBPOENA  TO  TESTIFY 
BEFORE  GRAND  JURY 

SUBPOENA  FOR: 


□PERSONAL 


IDOCUMENTS  OR  OBJECT(S) 


YOU  ARE  HEREBY  COMMANDED  to  appear  and  testify  before  the  Grand  Jury  of  the 
United  States  District  Court  at  the  place,  date,  and  time  specified  below. 


PLACE 


ROOM 


DATE  AND  TIME 


YOU  ARE  ALSO  COMMANDED  to  bring  with  you  the  following  document(s)  or  object(s):* 


(  }  Please  see  additional  mfomatm  on  reverse 


This  subpoena  shall  remain  in  effect  until  you  are  granted  leave  to  depart  by  the  court 
or  by  an  officer  acting  on  behalf  of  the  court. 


CLERK 


DATE 


(BY)  DEPUTY  CLERK 


This  subpoena  is  issued  upon  application  of  the  United  States  of 
America 


N»ME.  ADDRESS  AND  PHONE  NUMBER  OF  ASSISTANT  U  S  ATTORNEY 


*lf  not  applicable,  enter  "none  " 


To  be  used  in  lieu  of  A01 10 


Form  OBD  227 


1145 


FINANCIAL  INVESTIGATIONS 


3-11    Chapter  9.  Planning.  Conducting,  &  Recording  an  Interview 


ERIC 


MEMORANDUM  OF  INTERVIEW 


In  re:       (name  and  address  of  subject  being  investigated) 

Present:  (person  being  interviewed,  attorneys,  Investigators,  all  persons  present  during 
interview) 

Place:      (location  of  interview) 

Date:       (date  of  interview) 

Time:      (time  interview  started  and  time  interview  concluded) 
(body  of  report) 

All  pertinent  information  relating  to  the  interview  should  be  in  some  logical 
manner,  either  in  order  of  topics  discussed,  importance,  chronological,  or  any 
other  appropriate  order. 


I  (prepared/dictated)  this  memorandum  on  (date),  after  refreshing  my  memory  from  notes 
made  during  and  immediately  after  the  interview  with  (person  interviewed). 

Special  Agent 

I  certify  that  this  memorandum  has  recorded  in  it  a  summary  of  all  pertinent  matters 
discussed  with  (person  interviewed)  on  (date). 

Witness 
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QUESTION  AND  ANSWER  STATEMENT  FORMAT 


Testimony  of  (name,  address)  given  at  (location  including  address)  at  (time)  on  (date)  about  (subject  of 
investigation  and  their  address). 

Present  at  this  interview  are  (names  and  titles  of  all  persons  present). 

Questions  were  asked  by  (name  and  title  of  person  asking  the  questions)  and  answers  given  by  (person 
being  interviewed). 

This  interview  is  being  recorded,  as  agreed  upon,  by  means  of  (method  of  recording). 

1.  Q.    You  were  requested  to  appear  at  (location)  to  answer  questbns  concerning  (subject  matter).  (It 

appropriate,  advise  the  person  being  interviewed  of  his  or  her  rights  to  counsel,  etc..) 

2.  Q.    Please  stand  and  raise  your  right  hand.  Do  you  (person  being  interviewed)  solemnly  swear  that  the 

answers  you  are  about  to  give  to  the  questions  asked  will  be  the  truth,  so  help  you  God? 

3.  Q.    (Question  1) 
A.  (answer) 

4.  Q.    (Question  2) 
A.  (answer) 

►Note         After  the  questioning  is  concluded,  the  interview  is  brought  to  a  close  with  the  following 
questions. 

Q.  Have  I,  or  has  any  other  investigator  or  officer,  threatened  or  intimidated  you  in  any  manner? 
A.  (answer) 

Q.  Have  i,  or  any  other  investigator  or  officer,  offered  you  any  rewards,  promises  or  immunity,  in 
return  tor  this  statement? 

A.  (answer) 

Q.  Have  you  given  this  statement  freely  and  voluntarily? 
A.  (answer) 

Q.  Is  there  anything  further  you  care  to  add  for  the  record? 
A.  (answer) 

After  this  statement  has  been  transcribed,  you  will  be  given  an  opportunity  to  read  it,  correct  any  errors,  and  sign 
it. 

►Note    When  transcribing  the  statement  include  the  following: 

I  have  carefully  read  the  foregoing  statement  consisting  of  page  1  to  (last  page  number),  inclusive,  which  is  a 
correct  transcript  of  my  answers  to  questions  asked  me  on  (date  of  statement)  at  (location  where  statement  was 
given),  relative  to  (subject  of  investigation  and  their  address).  I  hereby  certify  that  the  foregoing  answers  are 
true  and  correct,  that  I  have  made  the  corrections  shown,  have  placed  my  initials  opposite  each  correction,  and 
that  I  have  initialed  each  page  of  the  statement. 

(signature  of  person  giving  statement) 
Subscribed  and  sworn  to  before  me  at  (time),  on  (date)  at  (present  location). 

(signature  and  title  of  investigator) 

(signature  and  title  of  witnessing  investigator) 
I  (name  of  person  transcribing  statement),  do  hereby  certify  that  I  took  the  foreqoing  statement  of  (person 
giving  statement)  from  (method  of  recording)  and  personally  transcribed  it  and  nave  initialed  each  page. 

(signature  and  title  of  transcriber) 
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AFHDAVIT 


United  States  of  America 


,  Dislricl  of   ) 


J      J  .  state  that; 


2  I  reside  al 
3 


4 
5 
6 
7 
8 

10 
II 
12 
13 


I  have  read  the  foregoing  sUitement  consisting  of  pages,  each  os  which  1  have  signed.  1  fully  understand 

this  statement  and  it  is  true,  accurate  ;ind  complete  to  the  best  of  my  knowledge  ;ind  belief.  1  made  the  corrections 
shown  and  placed  my  initials  opposite  each. 

1  made  this  statement  freely  and  voluntmly  without  ;uiy  threats  or  rewiirds.  or  promises  of  rewiird  having  been 
made  to  me  in  return  for  it. 


(Signature  of  affiant) 


Subscribed  ;ind  sworn  to  before  me  this  

davof  __.  19  ^iit 


(Sinnuiurc) 


(Title)  (Signature  of  witness,  if  any) 
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SAMPLE  FORM  LETTER 

Prosecuting  Attorney's  Office 
Glynn  County 

300  South  Main  Street,  4th  Fkxir 
Brunswick.  G A  31523 
Telephone:  (912)  555-5982 

June  4.  1992 

Ms.  Michelle  Tallinadge 
1 1 1 1  B  Street 
Glynco.  GA  31520 

De;ir  Ms.  Tallinadge, 

This  office  IS  conducting  an  investigation  concerning  RosemJiry  Westbury  for  the  yeju^  1989,  1990,  and  1991. 
Ms.  Westbury  is  a  corporate  officer  of  Mas.sey  TB,  Inc.  She  is  also  the  trustee  for  Massey  TB  Trust.  We 
have  reviewed  the  bank  records  of  Massey  TB,  Inc.,  and  Massey  TB  Trust.  We  found  several  checks  made 
payable  to  you.  Please  ;uiswer  the  questions  below  which  relate  to  the  checks  we  found.  We  have  included 
copies  of  the  checks  for  your  review. 

Should  you  have  ;uiy  questions,  please  call  investigator  Dennis  S.  Paul  at  the  telephone  number  listed  above. 
1.  Did  you  receive  checks  number  1521,  1571,  1681,  1952,  1991? 


2.  Did  you  endorse  these  checks? 


3.  Please  explain  why  these  checks  were  deposited  into  M;»ssey  TB  Trust's  bank  account. 


4.  We  would  like  to  l;dk  to  you  about  these  checks.  Please  c;dl  us,  or  provide  your  daytime  telephone 
number  so  we  c;ui  schedule  ;ui  appomtment. 


Sincerely. 
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SPECIAL  AOBHT  lUTEBVIEW 
ROLE  PLAY 


•  OBJECTIVE  -  Conduct  an  interview  as  part  of  the  financial  investigation. 

•  PARTICIPANTS  -  You  will  be  assuming  the  role  of  a  financial  investigator  assigned 
to  conduct  the  financial  interview.  Special  Agents  from  the  field/actors/role  players 
will  be  participating  in  the  role  play  exercise  assuming  the  role  of  the  financial 
criminal. 

•  PROCEDURES  -  Your  instructor  will  be  providing  you  with  instructions  on  how  the 
role  play  will  be  conducted  and  a  written  scenario  describing  your  part  in  the 
exercise. 
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CHAPTER  SUMMARY 

the  financial  investigator  must  use  all  means  available  to  ensure  the  investigation  is  a 
success.  This  chapter  focuses  on  the  "tools  of  the  trade"  used  by  financial  investigators. 

CHAPTER  OBJECTIVES 

•  State  the  importance  of  obtaining  a  valid  search  warrant. 

•  Describe  the  terms  "probable  cause"  and  "curtilage." 

•  State  the  purpose  of  an  affidavit. 

•  List  and  describe  the  types  of  information  required  in  an  affidavit  for  a 
search  warrant  for  financial  information. 

•  List  the  objectives  of  undercover  operations. 

•  List  the  objectives  of  surveillance. 

•  Describe  the  different  types  of  surveillance. 

•  Describe  how  informants  contribute  to  an  investigation. 

•  State  why  recovering  evidence  from  a  suspect's  trash,  reading  the  covers 
of  a  suspect's  mail,  and  retrieving  evidence  from  a  computer  are  valuable 
investigative  techniques. 

•  List  and  describe  the  types  of  analyses  a  document  examiner  can  perform. 

•  Use  link  analysis  to  show  relationships  in  an  investigation. 

CHAPTER  WORKBOOK  CONTENTS 
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Mary  and  John  Crook  InvesttgatJon 
Exercise  -  Part  V 
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TFtASHm^B&SE 


PURPOSE:  To  identify  leads  to  use  in  a  financial  investigation  by  searching  through 
trash. 


PROCEDURES: 


STEP  1 .       Sift  through  the  trash  provided  in  the  bag  with  your  team  member. 

Look  for  items  to  use  as  leads  in  an  investigation.  BE  SURE  TO 
WEAR  RUBBER  GLOVES.  THIS  IS  FOR  YOUR  SAFETY. 

STEP  2.       Mark  items  with  evidence  tags  provided  by  instructor. 

STEP  3.       Be  prepared  to  discuss  what  you  found  and  how  it  can  be  used  in 
the  investigation. 
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mm  ANC)  JOHN  CBOOK 
INVESTIGAnOf^BXBRCiSB  - 
PARTV 


SCENARIO: 

The  financial  investigation  you  started  on  Mary  and  John  Crook,  the  alleged  drug 
dealers,  has  turned  up  quite  a  bit  of  evidence.  You  have  uncovered  some  direct 
proof  that  some  of  their  business  records  have  been  altered  and  have  proven  that 
they  have  received  considerable  funds  through  unknown  sources. 

When  doing  the  investigation,  you  did  a  check  with  the  phone  company  and  asked 
for  the  telephone  toll  information  from  the  Crooks'  business  telephone  service  for 
a  period  of  one  month.  After  reviewing  the  Crooks'  record,  you  requested 
information  on  several  other  frequently  called  numbers  as  indicated  from  the 
Crooks'  record. 


DIRECTIONS: 

A.  Perform  a  link  analysis  to  see  if  there  is  more  information  you  can  use  in 
connection  with  the  investigation.  Use  the  information  on  the  following 
pages  to  prepare  an  association  matrix. 

B.  How  might  this  information  help  the  investigator? 
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CHAPTER 
INTROOUCTfON 


CHAPTER  SUMMARY 

With  the  increase  of  financial  crimes,  the  financial  investigator  will  encounter  techniques 
used  by  the  criminals  to  "launder"  their  illegal  money  proceeds. 

This  chapter  identifies  methods  and  techniques  for  detecting  money  laundering  schemes. 
In  addition,  this  chapter  addresses  the  information  the  financial  investigator  needs  to  know 
concerning  asset  forfeitures  that  result  from  financial  crimes  being  committed. 


CHAPTER  OEUECTIVES 

•  Distinguish  between  the  two  types  of  transaction  systems. 

•  Describe  three  methods  of  moving  money  from  the  cash  transaction  system 
to  the  business  transaction  system. 

•  Identify  methods  used  to  move  money  into  and  out  of  the  United  States. 

•  Identify  characteristics  of  businesses  used  as  money  laundering  fronts. 

•  Identify  and  interpret  money  laundering  and  forfeiture  statutes. 

•  Distinguish  between  civil  and  criminal  forfeitures. 

•  Describe  the  factors  that  assist  an  investigator  in  establishing  probable 
cause  for  a  forfeiture  proceeding. 
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